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MA DELTA CORPORATION 


FINANCIAL SERVICES DIVISION OF AVCO CORPORATION 


DELTA CORPORATION ano sussipiaries 


STATISTICAL HIGHLIGHTS’ 


1966 1965 1964** 1963 1962 1961 1960 © 1959 1958 


Receivables 
Outstanding $490,667 |$448,930 $338,608 $227,485 $163,468 $105,880 $ 71,932 $ 57,071 $ 45,715 $ 32,548 


Capital Funds 163,341 157,546 144,073 54,596 42,802 21,632 16,692 14,764 11,819 8,706 


Net Worth 109,705 106,169 89,534 26,569 26,197 11,498 8,309 7,514 6,190 5,855 


Deferred Income 57,694 51,441 36,624 24,573 15,696 6,412 3,832 3,278 2,782 2,225 


Total Volume 272,007 514,455 372,332 273,515 224517 156,851 108,043 92,033 77,153 32,072 


57,928 41,198 27,476 21,248 13,135 9,328 7,075 5,090 2,214 


Earnings before 
Income Tax 10,875 


Provision for 5,588 
Taxes 


Earnings before f 
Minority Int. ; 5,287 4,027 2,696 2,180 


Offices: 
Automotive 


Capital 
Equipment 


Farm 
Equipment 


Home 
Improvement 


Banking 


Insurance 


Canadian 
Finance 


U.S. Finance 


Total Offices 


*Figures from 1958 to 1964 are those of Avco Delta Corporation Canada Limited and have been converted to United 
States Dollars at appropriate rates of exchange. 


**Eleven month period due to fiscal year end change from December 31 to November 30. 


SECTION 1: 


Page 


SECTION 2: 


Statement 


Page 


INS) iS 


TABLE OF CONTENTS 


REVIEW OF OPERATIONS 


Highlights of 1967 
History and Business 
Geographical Distribution 
Management 

Organization Chart 
Management Controls 


FINANCIAL STATEMENTS & LONG FORM REPORT 


Consolidated Financial Position 
Consolidated Earnings 
Notes to the Consolidated Financial Statements 


Comparative Summary of Operations 
Ten year statement of earnings 
Financial Position: 
Receivables 
Unearned discount and service charges 
Allowance for losses 
Other current assets 
Net assets of insurance subsidiaries 
Property and equipment and deferred expenses 
Accounts payable and accrued liabilities 
U.S. federal and Canadian income taxes 
Savings deposits 
Dealers' reserves and holdbacks 
Notes and debentures payable 
Liquidity 
Loan agreement 
Debt ratios 
Capital stock 
Additional paid-in capital 
Retained earnings 


SECTION 3: ROBERT MORRIS QUESTIONNAIRE 


SALES FINANCE COMPANY QUESTIONNAIRE 


Schedule A - Volume of business for the period and 
outstandings at end of period 

= Reserve for losses reconciliation 

= Loss experience for period 

Borrowings (including Bank Lines) 

= Monthly maturities of installment receivables 
(including direct cash loans) outstanding 
at statement date 

- Analysis of retail auto volume for the period 

= Analysis of floor plan loans to dealers 

Capital loans to automobile dealers 

= Analysis of past due discount receivables 

ra Repossessions 


es) =) (S) les) 
! 


Agta a 
i 


DIRECT CASH LENDING QUESTIONNAIRE 


Schedule A - Analysis of direct cash loan volume for the 
period by maturity class 
B = Analysis of total volume for the period - 
by principal types of security 
C - Analysis of direct cash loan volume for the 
period - by type of borrower. 
D = Deferred income 
E - Direct cash loans classified as to recency 
of payment 
- Reserve for losses reconciliation 
Loss experience for the period 
+ Balances of direct cash loans and breakdown 
of collections 


ae (@p) es) 
\ 


SECTION 1 


REVIEW OF OPERATIONS 


HIGHLIGHTS OF SIX MONTHS 1967 


EARNINGS 


Net earnings after dividends to minority interest for the six months period 
ending May 31, 1967 increased 23% to $3,484,000 from $2,825,000 for the six months 
period ended May 31, 1966. 


May 31/67 May 31/66 % Change 
Gross Income 34,67 1000 2/5/36 ,000 ZY 
Net Earnings after tax 3,620,000 3,037,000 oy, 
Net Earnings after tax & 
dividends to minority interest 3,484,000 253205, 000 Dy, 


Deferred income increased 12% from year end and represents 15.2% ($57,694,000) 
of receivables on which interest is not separately stated, which compares with 14.87 
($51,441,000) at November 30, 1966. 
RECEIVABLES 

Receivables increased 9% to $490,667,000 from $448,930,000 at November 30, 1966. 


Retail installment loans and loans increased 6.1% and 9.6% respectively. 


May 31/67 Nov. 30/66 % Change 
Retail installment 251,834,000 237,440,000 GaLz 
Loans 196,374,000 1795 110;,000 9.67 
Wholesale (on Avco New Idea 
Farm Equipment) 31,359,000 21,198,000 47.9% 
Other wholesale & miscellaneous i LO0.000 11,181,000 - 
DEVELOPMENT 


During the period 21 new offices were opened, of which 17 were in the Loan 
Divisions. In addition 4 new offices were opened in Avco Thrift - California and 
1 office in the Automotive Division was closed. This produced a net increase of 
20 branches to 446. 


F INANCTAL 

Bank lines stand at an all time high of $193,270,000. 

During the period $44,210,000 of senior and $4,000,000 of senior subordinated 
long term debt was closed. In addition the company is negotiating to place 


$15,400,000 of senior subordinated and $16,162,500 of junior subordinated long term 
debt. 


DELINQUENCIES & LOSSES 


Delinquencies have continued very favourably and loss to liquidation after 
recoveries for the first six months of 1967 has decreased to 1.30% which com- 
pares with a loss to liquidation for the year 1966 of 1.39%. 


Additional statistical highlights comparing the first six months of 1967 
with figures for previous years are outlined on the previous page. 


ee COCE C70“ 


He P. Paterno - President 


HISTORY AND BUSINESS 


Avco Delta Corporation acquired control of Avco Delta Corporation Canada 
Limited (formerly Delta Acceptance Corporation Limited) in December 1964. 
Avco Delta Canada and its subsidiaries were, at the time of acquisition by 
Avco Delta, engaged in the finance business throughout Canada and the United 
States. As of May 31, 1967 more than 98% of the outstanding voting shares 
of Avco Delta Canada were owned by Avco Delta. 


The business activities of Avco Delta and its subsidiaries are presently 
being conducted through eight major divisions operating in both the United 
States and Canada. Details as to the business carried on by each separate 
division are set out below: 


AUTOMOTIVE DIVISION 


The Automotive Division operates in the name of Avco Delta Corporation 
Canada Limited and its subsidiary Avco Delta Dominion Limited. This division 
acquires retail installment sales contracts covering the purchase by consumers 
of automobiles, mobile homes, commercial vehicles and other durable goods. 
Wholesale advances on automobiles and mobile homes and direct loans to dealers 
are also provided by the division. This division now operates 24 branches 
in seven Canadian provinces. As of May 31, 1967 its outstanding receivables 
totalled approximately $68,000,000. 


CAPITAL EQUIPMENT DIVISION 


This division also operates in the names of Avco Delta Corporation Canada 
Limited and Avco Delta Dominion Limited, and it provides financing for 
industrial and commercial accounts covering a broad range of revenue producing 
machinery and equipment. As of May 31, 1967 this division operated six 
branches in five Canadian provinces and had total outstanding receivables of 
approximately $32,500,000. 


CONSUMER FINANCE DIVISION - CANADA 


The Canadian Consumer Finance Division operates in the name of Avco 
Finance Limited (formerly The Crescent Finance Company, Limited). This 
division specializes in consumer loans, more than 90% of which are secured by 
automobiles and/or household goods. In addition, this division operates in 
the sales finance field by purchasing retail installment sales obligations 
from dealers covering appliances and other consumer goods. As of May 31, 
1967 the Canadian Consumer Finance Division operated 259 branches in all 
Canadian provinces. Its receivables totalled approximately $143,200,000. 


CONSUMER FINANCE DIVISION - UNITED STATES 


This division consists of Avco Finance Company and its local sub- 
sidiaries. The U.S. Consumer Finance Division also specializes in the 
consumer loan and sales finance fields, with approximately 90% of its 
loans being secured by automobiles and/or household goods. As of May 
31, 1967 this division had 93 branch offices located in ten states, and 
its receivables totalled approximately $50,300,000. 


BANKING DIVISION 


This division includes the Colorado Industrial Bank, seven other 
industrial banks and other financial offices engaged in the consumer loan 
and sales finance fields in Colorado. The industrial banks also accept 
savings and time deposits. The division includes Avco Thrift, a California 
industrial loan company which has deposit and loan powers very similar to 
those of the industrial banks. As of May 31, 1967 this division operated 
19 offices and had total receivables of approximately $41,800,000. 


HOME IMPROVEMENT DIVISION 


The Home Improvement Division consists of Avco Delta Corporation of 
Massachusetts and its affiliated companies. They specialize in the 
financing of home improvements by purchasing customers' notes from building 
contractors and dealers. The notes are generally secured by supplementary 
mortgages on the homes involved. In addition, the division discounts and 
makes loans to home owners secured by real property which security is 
usually subordinate’ to other liens. "As sor May 3, 19607 this division 
operated a total of 28 offices in 13 states and had receivables totalling 
approximately $108, 600,000. 


FARM EQUIPMENT DIVISION 


This division consists of Avco New Idea Credit Corporation, which was 
incorporated in 1966 to offer credit services to dealers franchised by the 
Avco New Idea Farm Equipment Division of Avco Corporation and customers of 
these dealers. The division acquires retail installment contracts covering 
the purchase of farm equipment and provides wholesale advances to farm 
equipment dealers. As of May 31, 1967/7 the division operated a total of ten 
branches in nine states and one branch in Ontario, Canada. At that date its 
receivables totalled approximately $46,300,000. 


INSURANCE DIVISION 


In Canada the Company operates London and Midland General Insurance 
Company and Adanac General Insurance Company of Canada. Both companies are 
permitted to write all forms of insurance other than life in all provinces 
of Canada. Annual premiums written are approximately $12,000,000 and are 
basically written through independent insurance agents. In the U.S. the 
Company also operates two credit life and disability insurance companies 
and four insurance agencies. 


de 


The following table indicates the extensive geographical distribution of 


the Company's offices and gross receivables outstanding at May 31, 1967 and 
November 30, 1966. 


CANADA 


Alberta 


British Columbia 


Manitoba 

New Brunswick 
Newfoundland 
Nova Scotia 
Ontario 
PoEars. 

Quebec 
Saskatchewan 


UNITED STATES 


Arizona 
California 
Colorado 
Connecticut 
Georgia 
Illinois 
Indiana 

Iowa 

Kansas 

Maine 
Massachusetts 
Michigan 
Minnesota 
Missouri 
Nebraska 

New Hampshire 
New York 
North Carolina 
Ohio 
Pennsylvania 
Rhode Island 
Wyoming 


* Includes one Farm Equipment Office located in Ontario, Canada. 


Percent of 


Receivables Total 
Outstanding Offices 
1967 1966 1967 1966 
623% 6.24 22 22 
in 8.0 29 28 
1.9 1.8 12 LL 
Dak 22.9 22 22, 
Dee 2aak yi Vy 
2.9 lei) 25 26 
15.9 Lee 103* 100* 
ie -2 3 3 
7.6 725 50 44 
23 23 14 14 
49.4 52.0 297 287 


aus aul 2 
Zed 2a 10 
7.6 i. 9 19 
> oe 2 

8 4 i 
Zine Dis 7 

8 8 4 
4.9 4.4 748) 

8 a, 4 
16 eae 3 
Biel 745) 2 
179 dice 2 

A) al 1 
1.4 TZ ee 
Stel Stall 23 
1.6 MSS) Zz 
TeQ 7.4 6 

ale Tal 2 
Bee Sia10) 12 
Zi 0 Zee 3 
1.0 1.0 il 

2 ae 3 

50.6 48.0 149 
100.0% 100.0% 446 
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MANAGEMENT 


Regardless of its field of endeavour, no company can be successful 
without having adequate management, continuity of management and related 
management controls. This fact holds particularly true in a company 
enjoying rapid growth such as Avco Delta. The following sections describe 
some of the details of the Company's management organization as well as 
some of the significant features of its management controls. 


A. MANAGEMENT ORGANIZATION 


During its earlier stages of growth the Company was particularly 
successful in attracting trained and experienced finance personnel 
from the industry. These men were aggressive and eager to join a 
young growing company offering maximum opportunities. 


The Company has extensive job training programs. Currently, more 
than 90% of all branch management is being generated from within. 
Most of the branch personnel have to complete various on-the-job 
training courses and pass written and verbal tests before qualifying 
for advancement in either salary or position. The Company has also 
established formal training branches and schools in various locations. 
Without this training and resultant continuity of management, the 
Company could not possibly have attained its rate of growth on a 
soundly controlled and profitable basis. It is a matter of pride 
with the Company that every operational employee has started in the 
finance business at the minimum branch level position and performed 
all job functions up to his current assignment. 


Resumes of Avco Delta's senior executives are listed below: 


R.W. Yantis - Chairman of the Board, 20 years experience in the finance 
industry, joined Delta as President in 1956 after previous employment with 
General Finance and Fruehauf Trailer Finance; married, age 44. 


H.P, Paterno - President, 18 years experience in the finance industry, 
joined Delta in 1959 after previous employment with General Finance and 
Fruehauf Trailer Finance; married, age 42. 


H.S. Tennant - Executive Vice-President, joined Delta as Vice-President of 
the Consumer Finance Division in 1958 after 20 years experience with House- 
hold Finance; married, age 53. 


R.C,. Dannecker - Executive Vice-President, joined Delta in 1956 as Vice- 
President and General Manager of the Acceptance Division after 10 years 
experience with General Finance and Fruehauf Trailer Finance; married, age 43. 


C.J. Connell - Group Vice-President, Insurance Division, joined Delta in 1961 
as General Manager of the Insurance Division after 10 years experience with 
Motors Insurance Corporation and American Plan Corporation; married, age 38. 


R.A. Anderson - Vice-President and General Manager, Canadian Consumer Finance 
Division, joined the Company in 1959 after more than 10 years experience in 
the finance industry with Household Finance, responsible for the Division's 
Eastern Operations; married, age 40. 


M.H. Bailey - Vice-President and General Manager, Capital Equipment Division, 
joined Delta in 1965 after 15 years of finance experience with the Canadian 
Imperial Bank of Commerce and Canadian Acceptance Corporation (CIT); married, 
age 38. 


T.M, Cumming - Vice-President and General Manager, U.S. Consumer Finance 
Division, joined the Company in 1959 and has more than 16 years experience in 
the finance industry including 9 years with Household Finance; married, age 38. 


H.E. Dickerson - Vice-President and General Manager, Farm Equipment Division, 

16 years experience in the finance industry, joined Delta in 1959 after 
securing experience with General Finance and Fruehauf Trailer Finance; married, 
age 38. 


W.A. Gallaway - Vice-President and General Manager, Automotive Division, joined 
Delta in 1958 and has more than 13 years experience in the finance industry 
including 5 years with Canadian Acceptance Corporation (CIT); married, age 37. 


R.M. Hett - President and General Manager, Home Improvement Division, has more 
than 13 years finance industry experience, joined Delta in 1960 after securing 
experience with Niagara Finance and G.M.A.C.; married, age 35. 


K.R. Kirkpatrick - Vice-President and General Manager, Insurance Division, 
joined London and Midland in 1962 as Assistant General Manager, after more than 
9 years experience with Union Insurance Society of Canton; married, age 45. 


S. Nemirow - President and General Manager, Thrift Division, started with 
Colorado Industrial Bank in 1948 and progressed through all supervisory and 
executive capacities prior to becoming General Manager in 1966; married, 
age 46. 


C.L. Newton - Vice-President and General Manager, Canadian Consumer Finance 
Division, has more than 20 years experience in the finance industry, joined the 
Company in 1958 after being with Household Finance and Citizens Finance, 
responsible for the Division's Western Operations; married, age 44. 


T. Jackson - Executive Vice-President, Banking Division, started with Colorado 
Industrial Bank in 1948 and progressed through all supervisory and executive 
capacities prior to becoming Executive Vice-President of the Banking Division 
in 1963; married, age 45. 
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MANAGEMENT CONTROLS 


Management control is exercised through a well defined management 
organizational structure. Because of the rapid growth of the company, 
this structure is continually revised as the need for new respon- 
sibilities or functions develop. 


The organizational structure varies among the divisions; however, on 
the average each regional manager directly supervises approximately 
nine branches. Depending upon the individual division a branch will 
receive from two to five regular inspections a year. This number may 
be doubled by additional special visits. 


An essential element of the organizational control is the separation 
of both the accounting and data processing functions from the line 
organization. These departments report directly to the president. 
Other areas through which management maintains control are: 


Credit Approval Structure 


Each division has a well defined and controlled credit approval 
structure. The structure is designed to allow routine credit 
decisions to be made at the branch level and progressively higher 
limits of credit approval to be controlled by more senior management. 
The credit approval structure of the Capital Equipment Division, 
which makes the largest individual loans in the Company, is set out 
below: 


Credit Limit Required Approval 
$30,000 Branch Manager 
$45,000 Branch Manager and 


District Manager 


$75,000 Any two of - General Credit Manager 
- V.P. Operations & Credit 
- General Manager 


over $75,000 1. One of General Credit Manager or 
V.P. Operations & Credit 
2. General Manager 
3. One of - Chairman of the Board 
- President 
= EX€cubive Vel. 


A general policy of the division is to advance no more than $250,000 
to any one customer. 


Management Audit 


The company has developed a Management Audit Department which reports 
directly to the Audit Committee of the Board of Directors and whose 
primary function is to assist management in appraising performance 
and in safeguarding assets. The management audit program is co- 
ordinated with that of Arthur Young & Company, the Company's public 
auditors. Each year approximately 1/3 of the Company's offices 
receive surprise audits under the combined programs. 


The management audit program includes direct confirmation, on a test 
basis, of customer accounts. Controlled statistical sampling is used 
so that inferences can be drawn as to the nature of the accounts as a 
whole in the offices tested. 


Accounting and Statistical Data 


The company has one of the most sophisticated accounting and data 
processing centres in the industry. Under the system all branch 
records are duplicated on head office data processing equipment 
within 96 hours of the transaction. With this centralized control of 
records the accounting and data processing centres are able to provide 
the various levels of management with key operating statistics ona 
daily, weekly and monthly basis. Some of the monthly statistics 
supplied to the Automotive Division are as follows: 


ile Branch profit and loss statements comparing 
budget and actual. 


on Deferred income based on a separate calculation 
for each retail account. 


Sha Audited delinquency figures on all retail 
accounts. 
ee Listings of selected detail of all retail and 


wholesale accounts including any differences 
between head office and branch balances. 


Ds Wholesale ageing. 

Ga Individual account listings of repossession 
liquidation indicating, where applicable, the 
related loss. 

Various other vital statistics are produced monthly on the basis of 


each dealer, branch and region as well as for the division as a whole. 
Excerpts of these reports are set out on the following page. 
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SECTION 2 


FINANCIAL STATEMENTS 
AND LONGFORM REPORT 


AVCO DELTA CORPORATION 


CONSOLIDATED FINANCIAL POSITION 


ASSETS 


May 31, 
1967 
Cash S 205741528 1 
Marketable securities at cost 
(approximate market) 


Receivables (including amounts due 
after one year): 


2,194 285 


Retail installment ZIM O33 5) 7 
Loans 19653745254 
Wholesale (on Avco New Idea 

Farm Equipment) Syke Siotey sy 
Other wholesale and miscellaneous EET LOOL S69 
490,666,892 

Unearned discount and service 
charges (57,694, 136) 
Allowance for losses (8,463,063) 


Net receivables 424,509 , 693 


Otheswcuncentedassets Scheele) 


TOTAL CURRENT ASSETS 450, 82650L2 
Net assets of insurance subsidiaries 

(Note 1) 6,989 , 232 
Property and equipment and deferred 

expenses at cost less accumulated 

depreciation and amortization SPS Ae: 


Investment in non-consolidated 
subsidiaries - 
Excess of cost of investments in 
subsidiaries over acquired equity 
in net assets being carried without 
amortization DD, 900,995 


TOTAL ASSETS $516,958,073 


November 30, 


19 66 


SBS Siac Me yg Loy) 


bas 339938 


237,440,098 
179, 110, 320 


21,198,369 


USL Or O29 


448,929,816 


(51,440,572) 
(7,574,032) 


S89 RO La 22 


On LIST O59 


427,355,366 


6, 838, 249 


3,834,819 


55,307,251 


$493,335, 685 


May 31, 
19 66 


$19,138,944 


941,234 


207 el sada 
155,440,272 


11235,425 


373,840, 845 


(42,490,983) 
(6, 509,938) 


324,839,924 


3,189,845 


348, 109,947 


5,686,066 


3,628,134 


1,762,472 


_ 54,381,010 


$413, 567,629 


LIABILITIES AND STOCKHOLDER EQUITY 


Notes payable: 

Banks 

Commercial paper 

Long term debt installments due 

within one year 

Savings deposits 
Accounts payable and accrued liabilities 
U.S. federal and Canadian income taxes 
Dealers' reserves and holdbacks 
TOTAL CURRENT LIABILITIES 


Long term debt (Note 2) 
Minority interest in subsidiary 


Stockholder equity (Note 1): 
Capital stock, no par value 
Authorized 1,000 shares 
Issued and outstanding 838 shares 
Additional paid-in capital 
Retained earnings (Note 3) 
TOTAL STOCKHOLDER EQUITY 


TOTAL LIABILITIES AND STOCKHOLDER 
EQUITY 


May 31, 


Lob? 


$ 76,085,000 


97,734, 500 


6,577,938 
13,605,722 
6,991,369 
2,204, 504 


1 945,709 


211,144,742 


LOS Oley OL 


4,747,035 


33,850,000 
63,908, 664 


Loa. OU 


109 , 704,545 


solo, IG. Ol s 


See accompanying notes 


STATEMENT 1 


November 30, 


1966 


5. 93.../ 10,000 


102,930,300 


6,820, 250 
14,167, 103 
Teele LT) 
2,571,740 


150855996 


2345609 5159 


147, 693,901 


4,863,764 


33,850,000 
63,857,180 


8,461, 681 


106, 168,861 


$493,335, 685 


May 31, 
19 66 


$ 77,085,750 


68,437,000 


5,575,251 
8,962,108 
4,345,201 
2 A128 0062 


1,507,866 
168,041, 458 


136,081,999 


656325 133 


33,850,000 
62,375, 330 


6,386,709 


10256125039 


$413 , 567,629 


AVCO DELTA CORPORATION 


CONSOLIDATED EARNINGS 


Second Quarter 


Ending 


Six Months 


Ending 


STATEMENT 2 


Second Quarter 


Ending 


Six Months 
Ending 


May 31,1967) )iMay.31, 1967 —Maye31, L966 ReeMayesn: 1966 | 


Revenues: 
Interest, discount and service 
charges of finance companies 
Income of insurance subsidiaries 
before income taxes 


$17,292,145 


434,425 
WESZ6 3OL0 


Expenses: 

Interest and debt expense 

Provision for losses on 
collection of receivables 

Other operating expenses 
(including depreciation 
O£15247. 092 4ins19 67eand 
$266,789 in 1966) 

U.S. federal and Canadian 
income taxes 


By Sey eye TAS) 


1,849,048 


6,738,359 


oD 000 
1576895780 


Earnings before minority interest Z OS 0,190 
Preferred stock dividends paid by 

subsidiary 67,788 
NET EARNINGS 1,969,002 


Retained earnings at the 
beginning of the period 9597 OSOL9. 
Retained earnings at the end 


of the period (Note 3) $11,945,681 


$33,927,932 


743 ,039 
34,670,971 


10,789,197 


3,496,854 


1D Lee, 


3,250,000 
SLF05 BIZ68 


3,619,703 


1355503 


3,484, 200 


8,461,681 


$11,945,881 


See accompanying notes 


$13,629), 565 


509 ,459 
14,139,024 


4,130,205 


1,307,049 


D0 Deo Lt 


PIS sa30 
12,541,083 


1,597,941 


100,821 


1,497,120 


4,889 , 589 


386. 30007.09 


$26,887, 204 


849 , 488 
27,736,692 


8,179,536 


2,246,353 


11,304, 636 


2, 9660712 


24099 72am 


65037, 455 


2115869 


25,025,000 


3,561,123 


$ 6,386,709 


AVCO DELTA CORPORATION 


NOTES TO CONSOLIDATED FINANCTAL STATEMENTS 


NOTE 1 - Principles of consolidation 


Avco Delta Corporation is a wholly-owned subsidiary of Avco Corporation. 
Avco assists Avco Delta in arranging and obtaining financing, and Avco Delta 
purchases wholesale receivables acquired by Avco in the sale of farm equip- 
ment; in all other material respects the operations of Avco Delta are 
separate and distinct from those of Avco. 


The consolidated financial statements include the accounts of all sub- 
sidiaries except insurance companies; combined assets ($16,099,705 at 
November 30, 1966 and $16,779,044 at May 31, 1967) less combined liabilities 
($9,261,456 at November 30, 1966, and $9,789,812 at May 31, 1967) of 
insurance companies are shown separately in the statements of consolidated 
financial position and their income before income taxes is shown separately 
in the statement of consolidated earnings. 


Avco Delta Corporation ("Avco Delta"), a wholly-owned subsidiary of Avco 
Corporation, had no operations prior to December 7, 1964. As of that date 
Avco Delta acquired, through a capital contribution from Avco to its 
additional paid-in capital, substantially all of the outstanding common 
shares and a significant portion of the outstanding preference shares of 
Delta Acceptance Corporation Limited; Delta's name was subsequently changed 
to Avco Delta Corporation Canada Limited. Shares of Avco Delta's capital 
stock were sold to Avco for $23,800,000 and $10,000,000 cash during 1965 and 
1966, respectively. Minority interest in subsidiary is represented by 5%% 
to 6% cumulative preferred stock $100 Canadian par value of Avco Delta 
Canada. 


Canadian dollar amounts have been translated at the established rate of 
exchange of $1 Canadian = $.925 U.S. At November 30, 1966, $210,960,996 of 
current assets and $15,072,744 of current liabilities and long term debt were 
represented by accounts to be settled in Canadian funds; at May 31, 1967, 
these amounts were $219,039,165 and $12,289,285, respectively. 


Investments in consolidated subsidiaries are carried on Avco Delta's 
books at $48,852,032 at November 30, 1966 and $46,536,308 at May 31, 1967 in 
excess of net assets shown by the books of such subsidiaries. In consolida- 
tion $54,513,632 at November 30, 1966 and $54,594,736 at May 31, 1967 have 
been included in excess of cost of investments in subsidiaries over acquired 
equity in net assets which is being carried without amortization subject to 
periodic review, and $5,661,600 at November 30, 1966 and $8,058,428 at May 
31, 1967 (representing undistributed earnings of the consolidated subsidiaries 
from dates of acquisition) have been included in consolidated retained earnings. 
Fxcess of cost of investments in subsidiaries over acquired equity in net 
assets includes the cost of investments by a subsidiary of Avco Delta over 
acquired equity in net assets, $793,619 being carried without amortization. 
Inter-company transactions have been eliminated in consolidation. 


NOTE 2 -- Long term debt 


At May 31, 1967 long term debt consisted of: 


Senior notes payable - 5% to 6 3/4% maturing 


annually stovOctobers 1-198 ee eer crore eee ery eee tet, $148 ,914,500 
Senior subordinated notes payable - 5 1/4% to 64% 
maturing annually to September fee 9Gles «tee oe > creer S103, Os 03 
Junior subordinated notes payable - 5 5/8% to 6 3/4% 
maturin®= annually ‘eo November wis elLooO =. act site ce octte creme: NW PAO y Ayal Rete: 
Sinking fund) debentures="527, .duesMarenmieu | 968). ieee ak 136, 438 
19759 39069 
Installments due within one year 
CineludedNinucunpent liabilities) Siem er be a0) alee eee (6,577,938) 
$191,361,751 


At May 31, 1967, Avco Delta had firm commitments from lenders for the 
placement of $12,300,000 of long term debt; $5,600,000 in 1967 and $6,700,000 
in 1968. In addition, subsequent to May 31, 1967 firm commitments have been 
received from lenders for $15,400,000 of senior subordinated debt and 
$16,162,500 of junior subordinated debt. Of this commitment of $16,162,500, 
$1,000,000 represents new lending and $15,062,500 represents a roll down of 
debt from senior and senior subordinated. 


NOTE 3 - Retained earnings 


Under the agreements relating to the notes payable approximately 
$4,000,000 of Avco Delta's consolidated retained earnings at May 31, 1967 
($7,400,000 at November 30, 1966) was not restricted as to the payment of 
cash dividends on capital stock. 


SUPPLEMENTARY INFORMATION AND 


STATISTICAL ANALYSES 


COMPARATIVE SUMMARY OF OPERATIONS 


The following summary shows the consolidated results of operations for 
the six months ended May 31, 1967 in comparison with the six months ended 
May 31, 1966 


1967 1966 
Percentage of Percentage of Increase or 
Amount total income Amount total income (decrease) 


Income 
Interest, discount 
and service 
charges of finance 
companies Se SPAR a Deo $26,887, 204 96.9% 1.0% 
Income of insurance 
subsidiaries be- 


fore income taxes 743 ,039 Dek 849 , 488 B Sul! G10) 
34,670,971 100 .O Ziad 30 69 2: 100.0 - 
Expenses 
Interest and 
debt expense 105/595 070 ered Grulv9eo 0 29.54 Lic, 
Provision for 
losses on 
collection of 
receivables 3,496,854 POeL 252465306 Sh 260 
Other operating 
expenses 13 515. Ze 39:0 11,304,036 40.8 GL. 3s) 
U.S. federal and 
Canadian income 
taxes 3,250,000 9.4 24908 Nile ies 7 (13) 
SI, 0515 268 89.6 240995237 89.0 AAS) 


Earnings before 

minority interest Se DiLD 7 03, 10.4 3,057,432) 1120 (.6) 
Preferred stock 

dividends paid by 


subsidiary she Oe, 4 215609 8 (.4) 
Net earnings $_3,484, 200 10.0% $_2,825, 586 10. 2% (.2)% 


STATEMENT OF CONSOLIDATED EARNINGS 
(Thousands of Dollars) 


Avco Delta Corporation 


and its 
subsidiaries 
6 months 
ended Years ended November 30, 
May 31, 1967 1966 1965 
Income 
Interest, discount and service charges 
of finance companies $33,928 $55,063 S40 53.17 
Income of insurance subsidiaries before 
income taxes 743 2,045 881 
34,671 5/5928 41,198 
Expenses 
Interest and debt expense 10,789 LOO Lipo 
Provision for losses on collection of 
receivables 3,497 6,345 Se 
Other operating expenses including 
depreciation 13.5 SS 23. O18. 16,198 
U.S. federal and Canadian income taxes 3 250 5,588 4,046 
SOL 52,641 Bile visisl 
Earnings before minority interest 3,620 Sao) 4,027 
Preferred stock dividends paid by a 
subsidiary (Avco Delta Corporation 
Canada Limited) 135 386 466 
Net earnings S 3,484 $ 4,901 SioEDOoL 


Avco Delta Corporation Canada Limited and its subsidiaries 


Eleven months 


ended 
November 30 Years ended December by 
1964 1963 1962 1961 1960 1959 1958 
S27 LOy $20,956 $12,979 5 9,265 S37 ,060 §.5,,090 Sy ea an 
369 292 156 63 dS) 

27,476 21,248 US MNS) plese: 15075 3090 2,214 
8,149 6,664 e523 oh PRs: Ph Vas) e535 560 
de 50 2, 148 il hey 1,429 842 576 235 

10,845 8,306 5,034 3,804 2,140 2,196 952 
2,330 1,950 836 500 482 25 DRY 

24,780 19,068 12,154 8,861 6,627 4,782 L974 
2,696 2,030 981 467 448 308 240 

* * * * * * * 
Si2 5696 Se SO S 981 S 467 S 448 S 308 S 240 


* Preferred stock dividends did not enter into the determination of net 
earnings of Avco Delta Corporation Canada Limited. 


Note (1) Exchange adjustments resulting from the depreciation of the Canadian 
dollar in relation to the U.S.dollar have been charged as "special 
items' to retained earnings as follows: 1960 - $587,000, 

1961 - $1,046,000, 1962 - $1,108.000 


(2) Avco Delta Corporation net earnings are shown above for the years 
ended November 30, 1966 and 1965 together with the net earnings of 
Avco Delta Corporation Canada Limited for prior periods. 
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FINANCIAL POSITION 


Set out below are details of certain of the assets and liabilities 


shown on the consolidated financial position as at May 31, 1967. 


RECEIVABLES $490, 666, 892 
LESS - UNEARNED DISCOUNT 
AND SERVICE CHARGES $57,694, 136 
- ALLOWANCE FOR LOSSES 8,463 , 063 OOnLo/ 199 $424 , 509 , 693 


Receivables at May 31, 1967 and November 30, 1966 comprise: 


Retail installment 

Loans 

Wholesale - (on Avco New Idea Farm Equipment) 
Other wholesale 

Capital loans 


Accrued interest 


May 31, 
1967 


$251,833, 517 
196,374,254 
31,358,732 
9,097,840 


15 038,208 


489,702,551 


964,341 


$490, 666, 892 


November 30, 


19 66 


$237, 440,098 
179, 110,320 
21,198,369 
8,951,215 
1,290, 289 


po Se ee 


447,990,291 


DUEO39) 525 


$448,929, 816 


Statistical analyses of contracts receivable as to type of collateral, 
volume and liquidation and delinquency as summarized from the Company's 


records are as follows: 


ANALYSIS OF CONTRACTS RECEIVABLE, VOLUME AND LIQUIDATION 


BY TYPE OF COLLATERAL 


Kind of Paper 


RETATL INSTALLMENT: 
New automobiles 
Used automobiles 
Mobile homes 
Capital equipment 
Home improvement 
Farm equipment 
Conditional sales contracts - 
consumer loan divisions 
Other 


Total retail 


LOANS (excluding accrued interest): 
Automobiles 
Household goods 
Household goods and automobiles 
Other 


Total loans 


WHOLESALE (excluding accrued interest): 
New automobiles 
Used automobiles 
Mobile homes 
Farm equipment 
Other 


Total wholesale 


CAPITAL LOANS TO DEALERS 
(excluding accrued interest) 


TOTAL RECEIVABLES (excluding accrued interest) 


ACCRUED INTEREST 


Balance November 303 


1966 


$ 32.8100973 


14,836, 566 
5,227,460 
31,109,487 
100, 644, 702 
053211283 


35,340, 182 
8,149,445 


237,440,098 


8,038,925 
85,388,429 
53, 690,030 


BIO ZO 


L79'110,320 


6,897,758 
278,794 
503,227 

21,198,369 


1,271,436 


30,149, 584 


SLs ASTM AROS) 


447,990,291 


Sree) v4 


$448 ,929 ,816 


00% 


100. 


Volume of 
contracts 
purchased 


during the year 


Bal 293,828 
6,158,137 
2,174,285 

13,579,881 
29,936,888 
9,964,676 


27,045,310 


4,555,988 


105, 648 ,993 


5,559,988 
61,979,165 
39 , 360,495 


18,834,372 


125,734,020 


2557.11 220 
1,180,510 
1,409, 246 

15,423,789 


21005502 


_45,825,267 


133,744 


2070342), 024 


24,816 


$277,366, 840 


Liquidation 
during the 
__year 


$ 14,603,994 
7,918,618 
1,453, 686 

1216766 7 
21,992,919 
4,379, 363 


25,116,997 


D022, 008 


91525) One 


5, 232,693 
55,610,941 
29, 507,274 


gOS A de Ys) 


108,470,086 


25,350,445 
1,166,443 
1,175,402 
5,224,548 


2,601,440 


_ 35,518,278 


eo Henle 


235,629,764 


Balance May 31, 


1967 


$ 30,440,807 
13,076,085 
5,948,059 
3225212751 
108, 588, 671 
14,906, 596 


37,268,495 


97,05 34052 
251,833,516 
8,366, 220 


91,756,653 
63,543,251 


32,708, 130 
196,374, 254 
7,258,533 
292,861 


POP 
31,397, 610 


770,498 


40,456,573 


1,038, 208 


489,702,551 


964,341 


$490, 666,892 


a2id 


100. 00% 


ANALYSIS OF VOLUME OF BUSINESS BY TYPE OF COLLATERAL 


TOTAL VOLUME 


(Thousands of Dollars) 


Avco Delta Corporation 


Six months 


ended 
May 31,1967 
RETAIL INSTALLMENT: 
New automobiles Dee 24, 
Used automobiles 65155 
Mobile homes Zee 
Capital equipment 13,580 
Home improvement 29,937 
Farm equipment 9,965 
Other 3.15601 
Total retail 105,649 
LOANS (excluding accrued interest): 
Automobiles 5,560 
Household goods 61,979 
Household goods and automobiles 395300 
Other 18,335 
Total loans 1255734 
WHOLESALE (excluding accrued interest): 
New automobiles 29 er lah 
Used automobiles Leo d 
Mobile homes 1,409 
Farm equipment 15,424 
Other Ze LOO 
Total wholesale 45,825 


CAPITAL LOANS TO DEALERS (excluding accrued 
interest) 134 


$277 ,342 


Year ended 
November 30, 
Wb 1966 


4 To $ 28,095 
2 15,034 
8 3, 800 
4.9 23,991 
8 sebp ic 
6 10,192 
4 


60,996 


exert 195,286 


0 10,745 

28 117,924 
2 61,892 
8 


34,795 


45.3 2204 SIO 


3 49,033 
4 2,082 
5 yy alsa 
6 35,017 
8 


5,334 


16.6 937,001 


= 22 


100 .0% $514,455 


100.0% 


Avco Delta Corporation Canada Limited 


Year ended 
November 30, 


1965 


SDB) apd 
19,396 
2,449 
25,749 
55,724 


34,072 


166,514 


7,867 
76,716 
52, 144 


Woe abe) 


iba3), 506 


44,164 
2,176 
1,726 


3,434 


pL 500 


812 


$372 , 332 


if 


Te eyé 


OV 
(@) Wey SS) 


ended 


November 30, 1964 


$ 31,056 
Do. aly 
2999 
16,790 
38,860 


Oe Para) 


130,274 


4,545 
51,816 
38,015 


7,436 


LOL eZ 


Seobedinas Bessie at 


34,261 
2,858 
1,624 


1,780 


40, 523 


906 


SES SSS 


Eleven months 


ch 


Wo 


100 . 0% 


Year ended 
December 31, 


1963 


$ 22,269 
20,399 
2,806 
15, 540 
20,472 


11,407 


a 


92,5893 


4,579 
43,759 
33,539 

5,677 


SS eee 


87,554 


32,181 
5,724 
Beis 


1,545 


42,863 


Le 2Oy, 


see 


$224 O17 


en 


Onr OO 


ANALYSIS OF VOLUME BY DIVISION 
FOR THE SIX MONTHS ENDED MAY 31, 1967 


New automobiles 
Used automobiles 
Mobile homes 
Capital equipment 
Farm equipment 

Home improvement 
Bulk purchases 
Commercial vehicles 
Other 

Conditional sales contracts 
Mortgage loans 
Direct loans 


Direct cash loans 
(under Consumer Loan Acts) 


Capital loans to dealers 
Total 
Wholesale 


Total Volume 


Total 
$12,233,828 
6,158,137 
2,174,285 
13,579,881 
9,964, 676 
29,936,888 
1,587,813 
2,538,283 
2,017,705 
25,457,497 
14,878 


6075395,083 


65,324,059 


133,744 


231,516,757 


_45,825,267 


$277 , 342 ,024 


Automotive 
Sal2 42337 620 
6, 1Dosa37, 


2,174,285 


2,538, 283 


2,017,705 


133,744 


25,255,982 


28 , 496,486 


$_ 53,752,468 


Capital 
Equipment 


13,579,881 


LNG UN SY Ac haisteul 


SS eh) teteul 


9,964,676 


9,964,676 


15,423,789 


$ 25,388,465 


Home 


Improvement 


295930, 300 


29,936, 888 


DPA On eset) 


Banking 


8, 623,276 


10,420,458 


2,261,398 


21,305, 132 


IR 9O4R 992 


Sh ee 2 Weibel 


10 


Canadian 
Consumer 
Finance _ 


WOO /miOLo 


10,264,434 
14,878 


42,895,871 


43,028,419 


97,791,415 


$ 97,791,415 


USS. 
Consumer 
Finance 


6,569,787 


7,078,754 


20,034, 242 


33, 682,783 


Soo, O62s7 05 


ANALYSIS OF RECEIVABLES OUTSTANDING BY DIVISION 


AS AT MAY 31, 1967 


Capital 
Total Automotive Equipment 

New automobiles S930 54405007 S$ 30,440,807 $ 
Used automobiles 13,076,085 IS 507651085 
Mobile homes 5, 940,059 5,948,059 
Capital equipment 32% 52 iol 322k ee 
Farm equipment 14,906, 596 
Home improvement 108,588,671 
Commercial vehicles 5, 030n 562 See hOhy Ehei74 
Other 3,492 54/0 354525470 
Mortgage loans 682,015 
Conditional sales.contracts Bi, 20S 649 > 
Direct loans 10653325651 
Direct cash loans 

(under Consumer Loan Acts) 897359000 
Capital loans to dealers 1,038,208 1,038, 208 
Total 449,245,978 GYS)aSyoll ereyy/2 1 S22, 2d 
Wholesale LORE DOSS 8,281,433 
Accrued interest 964,341 SONIA 
Total per Consolidated Financial 

Position $490, 666, 89.2 SHOU Ol eapilo Sa 22 io: 
Number of accounts - 

excluding wholesale 454, 594 51g 567 2,401 
Average balance $ 988 $ 1,888 S 135545 


LL 


Farm 
Equipment 


14,906, 596 


14, 906,596 


3193.975 6010 


$ 46,304, 206 


35202 


S 4,655 


Home 


Improvement 


108, 588,671 


108, 588, 671 


$108, 588,671 


Banking 


14,620,912 


21,963,861 
4,410,793 
40,995, 566 


770,498 


11,218 


SAL 711282 


12 


Canadian 
Consumer 
Finance _ 


682,015 
13,744, 202 


72,663,823 


55,349,942 


142,439,982 
2,299 


764, 691 


ee Wien 


$143 , 206; 972 


221,847 


S 642 


Ue ore 
Consumer 
Finance _ 


8,903,381 


11,705,197 
29,598,623 
50,207,201 


4,733 


374761 


ee 


$50,349, 695 


The maturities at May 31, 1967 of retail installment receivables of 
$490,666,892 are shown below. The terms of these loans require monthly 
installment payments. 


Amount Percentage 

Past due installments Si 2 sooieae . 67 
Installments due within 

one year excluding past dues 205 UZ Oro le Mee 
Total due within one year 206,008,058 45.8 
13 - 24 months KOR Zo2e6Os L 3130 
25 - 36 months 645836, 531 14.4 
37 - 48 months AIA AA WSS YOU! Be 520 
49 - 60 months 1026260 Zap 
61 - 72 months 452405 160 5) 
73 and over 197588043 4 

449,245,978 100,07 

Wholesale 40°4565573 


Accrued interest 964,341 


Total receivables $490, 666, 892 


The average maturity by monthsand by division of notes receivable out- 
standing is as follows: 


May 31 Nov. 30 
1967 1966 
Automotive 21 months 21 months 
Capital equipment Ty ey, 
Farm equipment 25 29 
Home improvement 43 44 
Banking 17 Ll? 
Canadian Finance - 
consumer loan 18 18 
direct loan 28 29 
U.S. Finance - 
consumer loan 18 Ly 
direct loan 21 20 
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UNEARNED DISCOUNT AND SERVICE CHARGES - $57,694, 136 


Unearned discount and service charges of $57,694,136 represents the 
portion of interest and other finance charges included in the original face 
amount of related contracts receivable which is deemed to be unearned as at 
Mayo la LOO). 

> 

The net finance charges on discounted receivables acquired are credited 
to unearned discount and service charges. A portion of such charges, ranging 
from nil to 25% is taken into income at the time of purchase of each contract 
to offset acquisition costs. The remainder of the finance charge is trans- 
ferred to income over the periods covered by the notes, in diminishing 
monthly amounts proportionate to the decreasing balances of the receivables 
(sum-of-digits method). Interest on loans which do not include interest or 
finance charges in the original face amount is taken into income as earned 
and interest accrued at the respective balance sheet dates has been included 
with contracts receivable. 


Unearned discount and service charges as related to each division are 
set out below: 


Mays 3.259 6y November 30, 1966 
Ratio to Ratio to 
related related 
Amount receivables Amount receivables 
(Thousands of Dollars) 
Automotive 2m), 454 LORZ), Sos OOM 10,07, 
Capital Equipment B55 LOL 3,084 10,1 
Consumer Finance: 
Canadian - 
Conditional sales contracts HL SIS) LO e207 SJ se) 
Large loans 12,644 Vo 10,556 16.8 
14,059 lomo iS leary, 
United States - 
Conditional sales contracts 837 gt 847 9.2 
Small loans 3990 Nig Br Le Wp 
Large loans 1/67 Lose 1,434 Dima: 
6,594 tS wees 14.8 
207693 bere) EES 50 1D 2 
Banking 
Conditional sales contracts 15434 Oya 1342 10.0 
Consumer loans eeelehe) 14 Seen Oe) 139 
5,000 L320 4,511 126 e: 
Home Improvement 2087 19.4 LOR 230 1D 2 
Farm Equipment Zl Or 14.7 L509 16.8 
TOTAL $57,694 OR aie $51,441 14.8% 
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ALLOWANCE FOR LOSSES - $8,463,063 


A summary of the Allowance for Losses for the year ended May 31, 1967 


follows: 
Balance November 30, 1966 She alee 
Provision for losses charged 
to operations 3,496,854 
11,070,886 


Losses on receivables less 
recoveries of $616,061 ZOOL O20 
Balance May 31, 1967 $28,463, 063 


The allowance for losses and their relation to receivables outstanding as 
well as the net losses to liquidation for 1963 to 1967 are as follows: 


Liquidation Losses on Ratio of 
during year receivables (inc- losses (net c¢ 
Allowance Ratio to exc luding luding wholesale recoveries) 
Outstanding for outstanding wholesale losses) less to liqui- 
Year receivables losses receivables liquidation recoveries dation 
(Teh o-ugsgagnied is OUl EDOM La al res) 

May 31 
1967 * $459,308 SW 95403 12847, S200), LEZ See O00 G T2307 
19660 | Xe¥a2 72.731 13914 Let 340, 896 4,736 1739 
1965 338, 608 Bnd Ss) 09 246, 464 Bit a. ie sy 
1964 
Gil mos yr 622775485 on oe Rey) 169, 626 Zo 1.48 
1963 163,468 2,608 1760 1395437, 15395 E03 


Note: The figures shown for periods ended in 1963 and 1964 
inclusive are for Avco Delta Corporation Canada Limited. 


* The outstanding receivables for 1967 exclude $31,359 and 
$21,198 in 1966 of wholesale generated through Avco New 
Idea for which no allowance for losses is required as Avco 
has a commitment to repurchase uncollectible accounts. 
Also the Company has a 10% holdback to cover any charge 
backs. 


10S) 


Following is an analysis of Sales Financ 
six month period ended May SWB Ney. 


Automotive 


Division 


Liquidation *$27,984,504 


Losses less 
recoveries S 438,997 


Loss’ £0 
liquidation Gy, 


oo 


Capital Farm 
Equipment Equipment 
Division Division 


12216 G7 4,379,363 


157,249 25,953 


* excludes wholesale liquidation. 


Accounts are reviewed continually by supervision and management and it is 


Home 


Improvement 
Division 


#9 Ws SIS) 


74 


Ze 918) 


i 2050 


3.40% 


e losses to liquidation for the 


Conditional 
Sales - 
Other 

Divisions 


25,116,997 


146,457 


pele 


the Company's policy to write off all known losses, including the excess of 
repossession inventory over market value thereof, as they are ascertained regard- 


less of the state of delinquency. 


The allowance for losses is determined for 


mota 


91,641,400 


1,516,312 


— 
ON 
nn 
~# 


wholesale, capital loans and large capital equipment loans on a specific account 
basis and for all other accounts as a percentage of outstandings having regard to 
the Company's loss to liquidation experience. 


The relation of Consumer Finance losses to average outstandings for 1963 to 


1967 are as follows: 


Avco Delta Corporation 
1967 


1966 


L965 


Avco Delta Corporation Canada 


Limited 
1964 (Eleven months) 


1963 


Ratio of losses 


(net of recoveries) 


Average Losses to average 
Outstanding less recoveries outstanding 
(Thousands of Dollars) 

SL67 29 le S) 13092 le Oye 
156,05 2,084 Las 
106, 264 L320 Lez 

LA 5.033 884 ioe 
55: 292 Do 7d hell 
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Following is an analysis of consumer loan losses to average notes receivable 
outstanding for the six month period ended May 31, 1967. 


Consumer 
Finance 
Uson 
Average notes receivable 
outstanding $733,416 .457 
Losses less recoveries 263,303 
Loss to average outstanding lips yeyh 


Consumer 
Consumer Finance 
Finance Banking 
Canadian Division 


$111, 703,005 $922, 793,885 


634,077 194,081 


1.147 Le07 


Total 


$167,915, 347 
1,091,511 


E307, 


The allowance for losses and their relation to retail receivables outstanding 
by division are detailed below as at May 31, 1967 and November 30, 1966. 


Allowance 
Division for losses 


Automotive 1967 S$ 
1966 


Capital Equipment 1967 
1966 


Consumer Finance = Can. 1967 


1966 


= U.S. 1967 
1966 


Banking 1967 
1966 


Home Improvement 1967 
1966 


Farm Equipment 1967 
1966 


Related 
receivables* 


(Thousands of Dollars) 


927 
1,072 


616 
534 


27192 
2,517 


1,005 
895 


826 
803 


2,053 
1,620 


244 
135 


$ 59,637 
62,399 


B25 27 
31,109 


143,205 
131,375 


50,345 
Lh, 847 


41,007 
39,085 


108, 588 
100, 645 


14,906 
Oa) 


Ratio 


* Excludes wholesale receivables of $40,457 in 1967 and $30,150 in 1966. 
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The following is an analysis of delinquent accounts at May 31, 1967: 


Percentage of relevant 


outstanding 
Number of May 31 Nov.30 
Accounts Amount 1967 1966 


Direct cash loans (under Consumer 
Hoan sActs)« 
90 day accounts - no 
collections received 
for 90 days or more 2,399 $1,008, 242 ibgellishys Ovy 
60-89 day accounts - 
no collections received 


for 60 to 89 days 1 76 656,215 se he! Ste) 
Interest only accounts 860 449 ,167 rol Bs) 
4,975 o2, 119" 624 Cpe Wh Pa Aes 


Retail sales contracts: 
60 day accounts - one or 
more installments more 
than 60 days past due Si Osi, OUs pee Leys 1,747, 


Capital loans - one or more 
installments more than 60 


days past due $ 36,982 CLG 6.98% 
Total 59,182,413 2.047% 15667, 


Fe BaD EB 


OTHER CURRENT ASSETS - $3,380,753 
Other current assets are summarized as follows: 


Repossessions and foreclosures - at approximate 


market value $ 993,266 
Taxes recoverable (see below) Po Ig 33 
Prepaid interest 5425322 
Experience dividends receivable from health and 

accident insurance companies 239 05h 
Due from affiliates 156,434 
Prepaid insurance 50, 580 
Miscellaneous Ueo,0oe 

$ 3,380,753 


Exchange losses previously charged to Canadian subsidiaries' retained 
earnings have been determined to be deductible in 1965 and subsequent years. 
The tax recovery realized to November 30, 1966 amounted to $1,508,030 and 
substantially all of the balance of $755,783 is expected to be realized in 


NNO 
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NET ASSETS OF INSURANCE SUBSIDIARIES - 


61,989" 252 


Net assets of subsidiary insurance companies at May 31, 1967 and 


November 30, 1966, consisted of: 


Assets: 

Cash 

Amounts due from insurance agents 
and re-insurance companies 

Investments, at cost plus accrued 
interest - approximate market 

Property and equipment at cost less 
accumulated depreciation and 
amortization of $344,740 in 1967 
and=sS311, 693 in 1966 

Prepaid expenses 


Total assets 
Liabilities: 
Provision for outstanding insurance 
claims 
Unearned premiums 
Accounts payable (including taxes) 


Ota mela basins 


Net assets 


May 31 
_1967_ 
$1,078, 619 
2,088 , 692 


13,056,124 


553,576 


ZRO38 


16,779,044 


4,683,664 
4,324,966 


LOLS LS8Z 


_9,789,812 


Sp ee V7 


PROPERTY AND EQUIPMENT AND DEFERRED EXPENSES AT COST 


LESS ACCUMULATED DEPRECIATION AND AMORTIZATION - 


Details of property and equipment and deferred expenses are set out below: 


Land, buildings, furniture, 
fixtures and leasehold 
improvements at cost S44, O345o 22 

Accumulated depreciation 
and amortization 


Deferred expenses: 
Unamortized financing 


expenses 710,796 
Deferred branch opening 
expenses 500 , 690 
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(1,491,864) 


$2,542,988 


1,211,486 


3,754,474 


November 30 
1966 

S 914,930 

ph cele a ey46) 


12,749,046 


532,444 


1,765 


16,0992 705 


3,849,584 
3) S100143 


Poo 9/9 
9,261,456 


S_ 6,838, 249 


$3,754,474 


To the amount of financing expenses ($193,384 net of tax) previously 
deferred by Avco Delta Canada there has been added at May S19 1967295537412 
totalling $710,796, ($784,236 at November 30, 1966) representing financing 
expenses less amortization, incurred by Avco Delta Corporation in connection 
with notes issued during 1965, 1966 and 1967. These expenses are being 
amortized and claimed for income tax purposes over the lives of the respective 
issues. 


The Canadian Loan Division follows the practice of deferring a portion 
of the operating expenses incurred by each new branch during its development 
period which is considered to be the first twelve months of operation. The 
amount deferred for each office is limited to $10,000 and is charged against 
operations during the thirty-six months following completion of the development 
period. As it is the Company's policy to claim such expenses in full as a 
deduction from taxable income in the year in which they are incurred, the 
amount deferred in the accompanying consolidated financial position has been 
decreased by the resulting reduction in income taxes leaving net deferred 
development costs of $500,690 ($484,238 at November 30, 1966). 


ACCOUNTS PAYABLE AND ACCRUED LIABILITIES - $6,991,369 


These consist of: 


Accrued interest payable of; 


Senior notes payable $2,084, 100 
Senior subordinated notes payable 4b 1B D 2 
Junior subordinated notes payable 264,454 
Savings deposits 339, 550 
S$ 3,145,896 
Deferred wholesale billing 15309 022 
Unearned credit life premium reserve 
of small loan subsidiary DiLO5 520 
Non resident tax payable 346,368 
Accrued salaries and bonuses 4155;701 
Employees tax deductions 158,883 
Accrued audit and legal 175706 
Other payables 026,378 


LOFT Wash oy) 


U.S. FEDERAL AND CANADIAN INCOME TAXES - $2,204,504 


These consist entirely of federal and provincial corporation income 
taxes. 


Taxes on income as filed in respect of Avco Delta Corporation and its 
subsidiaries have been paid to November 30, 1966. In addition the Companies 
have either paid or set aside adequate reserves for the payment of all taxes 
in respect of the six months ended May SY ae ie Hoye Ap 
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Details of the years for which income taxes have been examined are as 
follows: 


Avco Delta Corporation Not examined 


Avco Delta Corporation Canada Limited 
and its Canadian subsidiaries 
- Government of Canada 1965 
- Provincial 1964 


Avco Delta Corporation of Massachusetts 
and its affiliated companies 
- Government of the United States 
of America 1964 


Avco Finance Company and its subsidiaries 
- Government of the United States 
of America 1961 


Avco New Idea Credit Corporation 
- Government of the United States 
of America Not examined 


Colorado Industrial Bank and its affiliated 
companies including Citizens Finance 
Company and Avco Thrift Company 
- Government of the United States 
of America 1961 


SAVINGS DEPOSITS - $13,605,722 


This represents savings deposits and certificates ($12,735,721), and 
debentures ($870,001), of Industrial Bank and Thrift subsidiaries. They 
yield the depositor interest varying in rate from 4% to 6%. The depositor 
has no checking privileges but can make withdrawals upon legally required 
NOLLCE. 


DEALERS ' RESERVES AND HOLDBACKS - $7,945,709 


On the purchase of installment contracts from dealers and others, the 
Company withholds a portion of the purchase price for application against 
possible losses on contracts purchased and also to offset unearned discount 
and service charges rebated to customers on the prepayment of contracts. To 
a limited extent amounts withheld on contracts purchased represent an additional 
allowance for losses on receivables. 


The Company purchases wholesale receivables acquired by Avco New Idea in 
the sale of farm equipment for which no allowance for losses is required as 
Avco has a commitment to purchase uncollectible accounts. While the Company 
does not set up an allowance for doubtful accounts with respect to these 
receivables, 10% of the gross amount is held back to cover any charge backs. 


This holdback amounted to $3,135,873 at May 31, 1967 and $2,119,837 at 
November 30, 1966. 


Zu 


NOTES AND DEBENTURES PAYABLE 


BANKS $ 76,085,000 
COMMERCIAL PAPER 97,734, 500 
LONG TERM DEBT 197,939, 689 $371,759, 189 


Notes and debentures payable at May 31, 1967 are summarized as follows: 


Due within 


Total one year 


Senior notes: 
Short term series - 
Banks (Prime Rate): 
Payable™in U.S? “fands S 75,160,000 


Payable in Canadian funds 925,000 


76,085,000 $ 76,085,000 


Commercial paper: 
Payable in U.S. funds 94,034,500 


Payable in Canadian funds 3, 700 , 000 


99.5734, 500 D9 Se 00 
Long term series - 5% to 6 3/4% 
Maturing annually to October 1, 1981 148,914,500 Bi9105250 
Senior subordinated notes - 5%% to 6%% 
Maturing annually to September 1, 1981 31,635,063 1,587,188 
Junior subordinated notes - 5 5/8% to 6 3/4% 
Maturing annually to November 15, 1980 iW, 252,188 944 ,062 
Sinking fund debenture - 5%% due 
March 1, 1968 136,438 136,438 
10:75,939089 6,977 936 
37a foo, 189 $ 180,397,438 


At May 31, 1967 the Company had firm commitments from lenders for the 
closing of $12,300,000 of long term senior debt previously placed as set out 
below: 


1967 $ 5,600,000 
1968 _ 6,700,000 


$12,300,000 


z2 


Particulars of long term notes payable are as follows: 


SENIOR NOTES PAYABLE - LONG TERM 


Rate 


Payable in U.S. funds: 


oy) 
L/ By, 
3/ 8% 
E27 
1/27, 
3/4% 
3/47, 
yi 
6% 
6 3/8% 
6 1/2% 
Gali27 
6 1/2% 


Dwmnwnnn 


Payable in Canadian funds: 


6 1/8% 
6 1/4% 
6 3/8% 
6 3/4% 


TOTAL SENIOR NOTES PAYABLE 


SENIOR SUBORDINATED NOTES PAYABLE 


Rate 


Payable in U.S. funds: 


SL / AZ 
5 E/E. 
55) 87 
> L/2e 
Sab / 27, 
505/82 
5 SLY 


Payable in Canadian funds: 


6% 


Due 


1979 
1980 
1980 
1975 
1976 
1969 
1981 
1973 
1974 
To 
1970 
Lo /3 
1981 


1978 
1977 
Wits’ 
Loe 


Due 


1968 
1979 
1980 
176 
de Mies, 
1980 
1970 
Meas) 
1976 
O77 
1981 
1974 
dae Wie) 


1969 


$ 


$ 


Annual Payment 


100,000 


1,395,000 
1,999, 500 
1,250,000 


175,000 
205,000 


1,875,000 


800,000 
750,000 
300 , 000 

50,000 
334,000 


2,827, 500 


46,250 
27,750 
46,250 
18,500 


Annual Payment 


35,000 
50,000 
390,000 
4.60 ,000 
100,000 
333,000 
60,000 
225,000 
100, 000 
170,000 
364,000 
250,000 
160,000 


127,188 


TOTAL SENIOR SUBORDINATED NOTES PAYABLE 


Oa) 


1970 
1968 
1968 
1968 
1968 
1967 
1969 
1967 
1968 
1967 
1968 
1968 
1969 


1969 
1968 
1969 
1968 


150% 
L970 
1968 
1968 
Gs 
1968 
1968 
1968 
1968 
1968 
1968 
1967 
1967 


1967 


to 
to 
to 
to 
EO) 
to 
to 
to 
\E@ 
to 
to 
to 
to 


to 
to 
to 
to 


eo 
to 
to 
to 
to 
to 
to 
to 
to 
to 
to 
to 


to 


1978 
1979 
1979 
1974 
1975 
1968 
1980 
1972 
1373 
1970 
1969 
1974 
1980 


1977 
1976 
197 7 
1976 


1976 
1979 
be a 
oUF 
1979 
1969 
1974 
RSs 
1976 
1980 
1973 
Lo 


1968 


$ 


Amount 


1,000,000 
23,250,000 
33,325,000 
10,000,000 

1,575,000 


615,000 


25,000,000 
5, 600,000 
5,250,000 
1,400,000 


150,000 


2,662,000 


37,700,000 


147, 527,000 


462,500 
277,500 
462,500 


185,000 


1,387,500 


$148,914, 500 


$ 


Amount 


185, 000 
500 , 000 


6, 500,000 
4,140,000 
1,000,000 
5,550,000 


180 , 000 


1,800,000 


900, 000 


1,700,000 
5,200,000 
2,000, 000 


1,600 , 000 


a 2525000 


___ 381,563 


315636, 563 


S_31, 636, 563 


JUNIOR SUBORDINATED NOTES 
Rate Due 
Payable in U.S. funds: 
5M 87, 1980 
Bad 87, 1978 
6% 1976 
6%, 1980 
6 1/47, 1970 
6n3/ 87, 1975 
Geely 27, 1969 
6/27. 1970 
6 3/4% 1977 


Payable in Canadian funds: 


bet 27, 1969 


PAYABLE 


Annual Payment 


$ 300,000 
100, 000 
280,000 
270,000 
300,000 
150,000 

55,000 
55,000 


104,063 


TOTAL JUNIOR SUBORDINATED NOTES PAYABLE 


Following is a list of lenders: 


LENDER 


The Prudential Insurance 
Company of America 

John Hancock Mutual Life 
Insurance Company 

Metropolitan Insurance 
Company 

New York Life Insurance 
Company 

Investors Diversified 
Services 

Connecticut General Life 
Insurance Company 

Aetna Life Insurance 
Company 

The Northwestern Mutual 
Life Insurance Company 

New England Mutual Life 
Insurance Company 

The Lincoln National Life 
Insurance Company 

Massachusetts Mutual Life 
Insurance Company 

First National Bank of 
Chicago 

The Penn Mutual Life 
Insurance Company 

Equitable Life (N.Y.) 

The Mutual Benefit Life 
Insurance Company 


SENIOR 

$ 16,000,000 
20,564, 800 
23,610,000 
10,000,000 
11, 500,000 
3, 600,000 
3, 600, 000 
6,100, 000 
4, 100, 000 
3,632, 400 
2,000 ,000 
5,500,000 
4,000, 000 


4,850,000 
2,000, 000 
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See OS 
aloo 
stays} 
=— 19038 
= 1968 
at ILS) ots) 


= s1967 
= 1966 


= heey 


to 
to 
to 
to 
to 
to 


to 
to 


to 


SENIOR 


Mele 
1977 
1975 
1979 
ees) 
1974 


1969 
1976 


1968 


SUBORD INATED 


$ 2,000,000 


2, 500, 000 


4,400,000 


2,000,000 


2,900,000 


3,360,000 


2,900,000 


1,185,000 


3,440,000 


1,300,000 


$ 


$ 17,252,188 


Amount 


5,000,000 
1,000,000 
2,520,000 
4,500,000 

750,000 
1,200,000 
1,200,000 

220,000 


550,000 
16,940,000 


S12 oe 


ao SE ee 


JUNIOR 
SUBORD INATED 


$ 2,500,000 $ 


2,000, 000 


2,000, 000 


1,000,000 


1,000,000 


925,000 


900, 000 


TOTAL 


20, 500,000 
25,064, 800 


23,610,000 


16,400, 000 
11, 500,000 
6, 600, 000 
7,500,000 
9,460,000 
7,000,000 
5,742,400 
5,440,000 
5,500,000 
4,000,000 


4,850,000 
4,200,000 


LENDER 


Old Colony Trust Company $ 

Continental Assurance 
Company 

The Connecticut Mutual 
Life Insurance Company 

Phoenix Mutual Life 
Insurance Company 

The Franklin Life 
Insurance Company 

State Mutual Life 
Assurance Company of 
America 

Avco Corporation 

Trustees of the \Eaton 
Retirement Annuity Plan 

The George Putnam Fund of 
Boston 

Bankers Life Insurance 
Company of Nebraska 

Pacific Mutual Life 
Insurance Company 

National Life Insurance 
Company 

Sun Life Assurance Company 
of Canada 

Life & Casualty Insurance 
Company of Tennessee 

Minnesota Mutual Life 
Insurance Company 

Bankers Life Company 
Des Moines 

The Northwestern National 
Life Insurance Company 

Incorporated Income Fund 

U.S. Steel Pension Fund 
(Schmidt & Co.) 

Peoples Life Insurance 
Company 

The Fidelity Mutual Life 

Berkshire Life Insurance 
Company 

Indianapolis Life Insurance 
Company 

Yale University 
Ci2Ge OTT &eCo.) 

Guarantee Mutual Life 
Company 

American National Insurance 
Company 

United Insurance Company of 
America 


SENIOR 


4,015,000 
3,032,400 


800 , 000 
2,082,400 


2,000, 000 


1,000, 000 
1,387,500 


1,000, 000 
1,000,000 
1,000, 000 


500,000 


900,000 


750,000 


750,000 


700,000 
150,000 


650,000 


500,000 
450,000 


500, 000 


SENIOR 
SUBORDINATED 


900 , 000 


500,000 


681,563 


400,000 


1,000, 000 


200,000 


600,000 


400, 000 
90,000 


90,000 


JUNIOR 
SUBORD INATED 


900, 000 


1,112, 188 


1,220,000 


720,000 


200,000 


750,000 


250,000 


TOTAL 


$ 4,015,000 


3,032,400 
2, 600,000 
2,582,400 
2,000 , 000 
157493275) 
1,400,000 
1,387,500 
1,220,000 
1,000, 000 
1,000,000 
1,000,000 
1,000,000 

500,000 

920,000 

900,000 

800 , 000 


750,000 
750,000 


750,000 


700,000 
150,000 


650,000 
650,000 
590,000 
540,000 


500,000 


* Debt of Avco Delta Corp., Canada Limited (Canadian $ Equivalent $1,500,000) 
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LENDER 


Princeton University $ 
(Heil & Co.) 

The Kresge Foundation 

Lutheran Mutual Life 
Insurance Company 

Maccabees Mutual Life 
Insurance Company 

United Benefit Life 
Insurance Company 

Equitable Life Insurance 
Company (Washington D.C.) 

Farm Bureau Life 
Insurance Co. 

Mutual Trust Life Insurance 
Company 

Scott Paper Pension Fund 
(Genoy & Co.) 

Hardware Dealers Mutual Fire 
Insurance Company 

Western Life Insurance Co. 

Sentry Life Insurance Co. 

Brandeis University 

Hardware Mutual Casualty Co. 

Norfolk & Western Railway 
Supplemental Pension Fund 
(Williams & Co.) 

Fidelity Life Association 


Lumberman's Mutual Casualty Co. 


The Guardian Life Insurance 
Company of America 
Swarthmore College 
(Steere & Co.) 
J. Walter Thompson Profit 
Sharing Trust 
(Orrin Henry & Co.) 
American Mutual Life 
Insurance Company 
National Travellers Life Co. 
Rural Security Life 
Insurance Company 
New World Foundation 
Protective National Insurance 
Company of Omaha 
Trustees of Clark) University 
St. Paul Fire & Marine 
(Retirement Fund) 
Federal Life Insurance Co. 
Home Life Insurance Company 
American States Life 
Insurance Company 


SENIOR 


500, 000 
500,000 


500, 000 
450,000 
400 , 000 


250,000 


250,000 


250,000 
250,000 
250,000 
250,000 


150,000 


150,000 


150,000 


100 , O00 


100, 000 


100 , 000 
90,000 


$148,914, 500 
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SENIOR 


SUBORDINATED 


240,000 


200,000 
200 , 000 


150,000 


So lepOgOs0s 


$ 


JUNIOR 
SUBORD INATED 


500,000 


150,000 


150, 000 


100 , 000 


100,000 


75,000 


Sly 224 OS 


TOTAL 


500 , 000 


500, 000 
500,000 


500, 000 
450,000 
400,000 
330,000 
320,000 
300,000 
250,000 
250,000 
250,000 
250,000 


250,000 
240,000 


200,000 
200 , 000 
150,000 
150,000 


150,000 


150,000 


150,000 
150,000 


100,000 
100, 000 


100,000 
100,000 


100,000 
90,000 
75,000 


S19/,00secun 


The maturities on long term notes at May 31, 1967/7 are summarized as follows: 


LIQUIDITY 197 3939,089 


149 ,050,938 


01b03.0,005 


Senior Junior 
Year Ending Subordinated Subordinated 
November 30 Total Senior Notes Notes Notes 
1967 ZO 36 aot 17305, 000 BW ieee eye 158,988 
1968 Mh IRE ECT, 7,441,188 257092200 Le Leet O0 
1969 Tie 6522500 12,099,000 Zl oo e200 2,814,100 
1970 16,016,000 11,994,000 2,662,000 153603,000 
1971 15,601,000 11,844,000 2,602,000 ie OOS 
1972 15,401,000 11, 644,000 2, 6023000 15 155,000 
1973 15,401,000 11,644,000 2,602,000 i L55,000 
1974 14,601,000 10,844,000 2,602,000 I, 357000 
1975 13559, 000 10,084,000 2002, 000 P1.555000 
1976 it 642- 000 8; 510,000 ZL2f= 000 1,005,000 
1977 10,467,000 8,335,000 1,407,000 7-294, 008 
1978 10195, 750 Sy 205.700 1,2373.000 670,000 
1979 9,903,250 8,196, 250 Pts. 000 570,000 
1980 26594057 50 20,542 750 357384000 2,660,000 
1981 6,747,000 6,279,000 468,000 - 


We PASr ap alets) 


The estimated liquidation periods of the net current debt and the non 


current portion of the senior long term debt, are set out below. 


Cash, 


marketable securities and wholesale receivables have been assumed to be 
immediately available to liquidate the debt, and the installment receivables 
available as they mature (as indicated on page 13 ). 


November 30, 


Mayes la loo" 19 66 
Total current liabilities S2U P1445 742 
Deduct: 
Cash S20. 4 tezow 
Marketable securities PENNEY ES IRONS) 
Wholesale receivables 40,456, 573 
6339727 159 
Net current debt Leif OZ .003 
Estimated liquidation period on mo: LOR Zamo: 
Non current portion of senior 
long term debt 145,004, 250 
Total S29.28f 50600 
Estimated liquidation period Lo s9mmo's 18.8 mo. 


2h 


Senior notes, senior subordinated notes and junior subordinated notes 
issued under the Loan Agreement contain certain specific covenants by the 
Company which are summarized below: 


(1) That it will not permit adjusted consolidated net worth (as defined 
in the agreement) to become less than $20,000,000. 


(2) That senior debt of the Company cannot in the aggregate principal 
amount exceed 375% of the sum of - 
(i) adjusted consolidated net worth of the Company and its 
domestic subsidiaries and 
(ii) senior subordinated debt of the Company and 
(iii) junior subordinated debt of the Company, (See Item A below). 


(3) That senior subordinated debt of the Company cannot in the aggregate 
principal amount exceed 50% of the sum of - 
(i) adjusted consolidated net worth of the Company and 
(ii) junior subordinated debt of the Company (See Item C below). 


(4) That junior subordinated debt of the Company cannot in the aggregate 
principal amount exceed 50% of the adjusted consolidated net worth 
of the Company. (See Item D below). 


(5) That senior debt of the Company cannot in the aggregate principal 
amount become less than 10% of the borrowings from commercial banks 
and trust companies under established lines of credit. (See Item B 
below). 


At May 31, 1967 the adjusted consolidated net worth (as defined) was 
$54,752,281 computed as follows: 


Capital stock S933,,000,000 
Additional paid-in capital 63,908, 664 
Retained earnings 11,945,881 

TOO es 7049545 


Mimoritiy interests = 
Avco Delta Corporation Canada 
Limited - Preference shares 4,744, 140 $114,448, 685 


Deduct: 
Property and equipment (including 
$553,575 owned by insurance 
subsidiaries) and deferred expenses 4,308,049 
Excess of cost of investments in 
subsidiaries over acquired equity 
in net assets Do -sbO sous 59,696,404 


S$ 54,752,281 


28 


Details of borrowing ratios at May 3l, 


ITM A - Senior Debt 
Senior debt: 
Senior notes payable 
Savings deposits (including 
savings debentures of $870,001) 
Sinking fund debentures 


Adjusted consolidated net worth 
Senior subordinated debt 
Junior subordinated debt 


Permitted percentage 


Actual percentage 


ITEM B - Source of Senior Debt 


Senior debt (as shown in Item A) 


Senior debt due to commercial banks and 


trust companies 
Required minimum percentage 


Actual percentage 


ITEM C - Senior Subordinated Debt 


Senior subordinated notes payable 


Adjusted consolidated net worth 
Junior subordinated debt 


Permitted percentage 


Actual percentage 


IAS) 


$322, 734,000 


13,605,722 


136,438 


54,752,281 
307036, 563 


BZ 52 SOS 


$ 54,752,281 


APA tet) 


1967 are set out below: 


$336,476, 160 


$103 5641-032 


$336,476, 160 


$ 76,085,000 


$_31, 636,563 


$ 72,004,469 


50% 


43.97, 


ITEM D - Junior Subordinated Debt 


Junior subordinated notes payable 91752525188 
Adjusted consolidated net worth $54,752,281 
Permitted percentage 30% 
Actual percentage S1EOn 


Compliance with other specific covenants of the Loan Agreement require that 


(I) 


(IT) 


GLUT) 


(IV) 


(Vv) 


the aggregate amount of debt owed by Canadian consolidated subsidiaries 
will not exceed after May 1, 1967, 15% of the total senior debt of the 

Company and debt of domestic consolidated subsidiaries. As at May 31, 

1967 Canadian debt amounted to $9,398,938 or only 2.8% of total senior 

debt. 


the aggregate amount of debt other than savings deposits owed by 
domestic consolidated subsidiaries engaged in the banking business 
(other than Canadian consolidated subsidiaries) will not exceed 10% 

of adjusted consolidated net worth. As at May 31, 1967, there was 
$870,001 of savings debentures which was 1.6% of adjusted consolidated 
net worth. 


the aggregate amount of debt to depositors for savings certificates 

and deposits of domestic consolidated subsidiaries (other than Canadian 
consolidated subsidiaries) engaged in the banking business will not 
exceed 15% of receivables of the Company. As at May 31, 1967 debt to 
depositors amounted to $12,735,721 or only 2.6% of total receivables. 


the adjusted consolidated net worth be reduced by the amount by which 
accounts receivable and other obligations arising from commercial 
financing exceeds 25% of receivables. At May 31, 1967 there is no 
excess as these receivables amount to only 6.9% of receivables. 


the aggregate amount of receivables (after deductions of applicable 
unearned income) representing obligations incurred for the alteration, 
repair, improvement or modernization of urban, suburban or rural real 
property or buildings thereon shall not exceed 30% of the amount (after 
deduction of applicable unearned income) of all receivables outstanding. 
At May 31, 1967 these receivables amounted to only 20.2% of net 
receivables, as defined above. 
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Also set out below is a certificate submitted by the Company in compliance 
with the Loan Agreement - Item 6 - Reports, etc., Sections (e) and (f). 


To the best of the knowledge of the undersigned, 
being a financial officer of Avco Delta Corporation: 


jee The voting stock of the Company as of May 31, 
1967 was 100% beneficially owned by Avco 
Corporation. 


Phe There exists and has existed no condition which 
constitutes, or if not remedied might constitute, 
an Event of Default under the Notes. 


President. 


CAPITAL STOCK - $33,850,000 


Details of the changes in capital ystock are setsoutsinnote le bogthe 
Consolidated Financial Statements. 


While at May 31, 1967 the company owned 2,272,780 shares of the total 
of 2,273,069% outstanding common shares of Avco Delta Corporation Canada 


Limited, this subsidiary had reserved at that date for issue to third parties 
additional common shares as follows: 


(a) for issue under conversion privileges attached to 
second preference shares = Series B held by third 
parties, based on conversion privilege available 
on or before December 16, 1968 of 5 common shares 
for each $100 (Can) par value preference share 14,510 shares 


(b) for issue under options held by employees expiring 


December 31, 1969 at $17.48 per share. 7,200 shares 


21,/10 shares 


SR! 


ADDITIONAL PAID-IN CAPITAL - $63,908,664 


Details of the changes in additional paid-in capital are set out in 
note 1 to the Consolidated Financial Statements. 


RETAINED EARNINGS - $11,945,881 


Details of the changes in retained earnings during the year are set out 
in the Consolidated Financial Statements. 


The Company has covenanted in Loan Agreements securing outstanding notes 
payable not to make any stack payments (which include the payment of dividends 
on its capital stock, the purchase or redemption of any such stock and any 
distribution in respect of such stock) other than any such payments which may 
be payable solely in stock of the Company unless immediately thereafter and 
after giving effect to the stock payment in question: 


(a) the aggregate amount of such stock payments made during the period 
subsequent to November 30, 1964 will not exceed the sum of the 
total consolidated net earnings of the Company and its subsidiaries 
during such period after deduction of all dividends on present 
preferred stock of Avco Delta Corporation Canada Limited provided, 
however, that at the time of and after giving effect to each such 
stock payment the Company must be in compliance with the debt 
ratios prescribed in the Loan Agreement without including in 
Adjusted Consolidated Net Worth any minority interest represented 
by Present Preferred Stock of Avco Delta Corporation Canada Limited. 


(b) the adjusted consolidated net worth of the Company and its sub- 
sidiaries (as defined in the loan agreements) will not be reduced 
to less than $20,000,000. 


As at May 31, 1967 approximately $4,000,000 of Avco Delta's retained 
earnings was not restricted with respect to stock payments in accordance with 
the proviso to paragraph (a) above and, at that date, the Company would still 
be in compliance. with the prescribed debt ratios if the minority interests 
represented by present preferred stock of Avco Delta Corporation Canada Limited 
were excluded from Adjusted Consolidated Net Worth. 


The Loan Agreements permit the Company to pay regular dividends on pre- 
ferred stock which may be outstanding and to purchase, redeem or retire pre- 
ferred stock to the extent required by applicable mandatory sinking funds. Any 
such dividend, purchase, redemption or retirement must be deducted in the com- 
putation of any amount permitted to be paid or distributed in respect of other 
stock payments.. 
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SECTION S 


ROBERT MORRIS 
QUESTIONNAIRE 


Chicago 10, Ill. 


C 123 Rev. 62 
Huron St., 


225 W. 


Robert Morris Associates. Form No. 


Carried in Stock by Cadwallader & Johnson, Inc., 


SALES FINANCE COMPANY QUESTIONNAIRE 


NOTE: In submitting this questionnaire with financial statements, please ascertain that identical terminology is used 
and that all figures in each are in agreement. Figures in schedules should be stated to the nearest dollar. If the 
information requested is already included in audit report, it need not be duplicated herein. 


Name and Address of Company Pee CSvenes PERPOERE OR 


750 Third Avenue, New York, New York 10017. 


Submitted as of Ju ik Syl 19 67 covering the period from December 1 3 19 66 to__May Shih A 19 67 


SECTION I—GENERAL QUESTIONNAIRE 


I — 


1. Does this report include operations of subsidiary or affiliated companies? YES. If so, please list below the names 
of any subsidiary or affiliate which has been financed other than by advances from the reporting company, the 
outstanding capital and percentage of ownership of each and the amount and description Ne outside financing. 


2. Is any financing done for concerns in which officers, stockholders, directors of company or their families have a 
direct or beneficial interest? If so, please give details. 1. Financing of five Holiday Inns at five 
centres in Ontario. $1,420,000 advanced for financing of furniture and fixtures at 
a rate of 11% per annum repayable in 96 installments. 

2. Financing in the ordinary course of 
business and at competitive market rates of three affiliated automobile dealerships 
with aggregate secured loans_of $457,172 and aggregate secured retail paper of 
B127665 260 as at May 31, 1967. 

rn 

SCHEDULE A 

VOLUME OF BUSINESS FOR THE PERIOD AND OUTSTANDINGS AT END OF PERIOD: 


(Use blank lines to detail classifications not specified below.) 


OUTSTANDINGS 
END OF PERIOD 
(Except Wholesale) 
$_.30,440, 807 
13,076,085 


VOLUME 


DISCOUNTS (Note A) 


Automobile—New  .....---.--------------- 
Automobile - Used (From Dealers)|| 
Automobile - Used (Direct Loans) 


ge 53%e7908| 


65s 7 


1,180,510 


Quammept 9,964,676 | 15,423,789 14,906,596 | 
Hpus trailers -.,...-.--.-----, eee 2 1 (428 eel 209 ee 4 948059 2 I 
Ned raed ee (eel ono 70 8810 | ___ 32,521,751 
Modernization—Own plan -....-- PZ OI 365835 108.583.5671 


Shell Housing. ..-....-.......------------— Rye ol 


Bulk purchases (Describe) -...-... Serene 

S9.00/.4 56 
Wee V eiereey oh Sie fee Ree = Sens Sel ea _$ 166,058 5954 1 #45 $025,207) oS EE 

DIRECT CASH LOANS—Under Small Loan Acts or Comparable Laws (Note B) 


COMMERCIAL LENDING AND MISCELLANEOUS FINANCING (Note C) 


fe Plo 


Loans—Accounts receivable security............sssessssccesssecsssececesrescecesecsssnsescersceeesreesesenes 
LWoans— Inventory Se Curity.:..cccssesoveccssensseconscsseconvecssnee. oxssvacecooessvertnssecsdnssssscsoscesensessecsoass 
Machinery and equipment loans..............csccsesseees ssssesnesseseesescessenesneseeceenenseneesesreeeseeef | 
Capital loans to automobile dealers...............sscssecesscee:cerseesseeresescenecrsenencestsenscnnecenecaneeners 133,744 | 1,038,208 
Rediscounts—-Autosrecresstscerscsssvccesecevscsscsentsitecssoncescoceoctntocucrspasbasteevnceveserisecetevsreasctervyseix it | 
Rediscounite——O ther: cccsssstsscsseisccsrscecescessasecucecovssesseccooneyaecesnasasssssuasesseriasessuaneseusnvntasastsensia 

| 


Pee eee eee cree esha ee eee ese Oeee eee Eel een ees se eehE SEH SEE SSEHOOFOSESSISHOHUSSSSHHSUSOSOSTAHHSHSOESEOO TES EHEHESOOHHHSES ERE TSEAER HE OSHR SEEN ETS | 


Total Commercial Loans and Miscellaneous Fimancing..............ccccccceseneeeeeeeeeeses 7 TERE 144 
TOTAL VOLUME—ALL CLASSIFICATIONG. .........ccccccssesccscssssscsecesersecessssecesrereees: $279 : 342 , O24 
TOTAL OUTSTANDINGS ALL CLASSIFICATION, EXCEPT WHOLESALB.....cssscsssssssss sssssssssssssssssssssesesen 3449, 245,978 
NOTE A: Please complete Discount Section II. NOTE B: Please compicte Direct Cash Loan Section III. 


NOTE C: If Commercial or Miscellaneous Financing operations are engaged in please complete the separate Com- 
mercial Financing Questionnaire. 
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oO OOOO) 1—0_——0_ 0 aor — ee 
SCHEDULE B RESERVE FOR LOSSES RECONCILIATION (excluding dealers’ participating reserves) : 


$ oOo Oe 


BALANCE BEGINNING OF PER OD ......----2--:-::-::e:ceessescesesreseestreneetee se etetes sl NN 2 


ADDITIONS 


Appropriations from surplus eer Eee etter Beha Abe ia hey oreect rich ooceaecbinheot 
Appropriations from g oss finance charges.-...-.-----s.----sse-ceesccse ceeccsteseeceteennesennscenneceenscceneesennsanans 
Appropriations from imc me - +... s-- ----sesscresseceseceeseesnensestencentancecentencencenccnees cesuesnceneersessencnnseessass 
Recoveries (Reconcie with Sche ule C)..-------:::ssscseseseesssscsseee cee eeseseeensenennensernsneensnnenastssnenenares 


Other credits ( Detail) Ja SO Racastecseeeeue So aaaswau) Gaede tecevensecccesanesne waite dei sdacane desncdecdevceseebesasetcencemeaaa tensa ess 


DEDUCTIONS 


Losses charged (Reconcile with Schedule C)..-.---.-.-.-.------s1:1- sssssse+ ceseceseee # ceseseneetenenenencneneetneececes 
Transferred to other reserves (Specify). -. ..-.-.--:-:---scscssacceer ssesecseseceneece erecncerasssecereosnsasessensosnasese 


sel en S see a 
$ 


Total deductions. - ....- 4 siesta yowsneeeues Shamu ceeeeie beck ot 3 Mal ete lee eae see eae, rece 
BALANCE END OF / PERIOD eee xcetes recs satire coen es caer ce ee ee 


SCHEDULE C LOSS EXPERIENCE FOR PERIOD: 


WHOLESALE * RETAIL OTHER 
AUTOMOBILE AUTOMOBILE (Exclusive of Direct Cash Loans) 


7,679,779 __| 5 52,874,999 $150,515, 206 
28,300,976 20,566,250 Bayh, hy 


Outstdg. beginning of period.....-.. $ 
Wolume fOr) period =e meee 


Notes Purch. (Bulk—Face Amt.) 


SUE ENV $35,980,755 $73,441, 249 $208, 686,383 


rte glare 8, 288,465 49,464,951 166, 138, 278 
Outstanding end of period.. ......--- ee 
Notes Sold (Bulk—Face Amt.)...)———————_—— 
Notes Charged Off-.........2-.- LEY = 502,446 032,41 

oral (2) pee. eee eee eee $ S, 2005405 SST SE $) 162.5170..692 
ra Oa ee iar Bye $0. 27,692, 290m mA See 255 4 ome a2 $41,515,691 
Notes Chged’ Off (detail! below) | $2.0 140,925. 90) sieeie 553 452 ae | ee I 037 ee 
Less—Recoveries .-.--.--:.-::102 cesses 22,002 41,3;,003 
Net tLcssee: nce se cae atte $ 148,925 $ 2615 19 $ 959,411 
%o Net Losses to Liquidat:on.....-.. 54 Yo LIL 9% Zid 1 wa 
Yo Net Losses to Mo. Av. Outstdgs. ||__ Oais % oe es Le ane eel al % 


(On an Annual Basis) 
ANALYSIS OF NOTES CHARGED OFF: 


WHOLESALE OTHER 
AUTOMOBILE (Exclusive of Direct Cash Loans) 


Repossession losses 
ther? (detail ne ee ee $e ee eee 
becrortiins ae pa eld ores Dn hceAages 1 148,925 


DIRECT CASH LOANS - See Direct Cash Loans 


Roane Changed a.© fies ee eee Questionnaire (A)|| $§ 
Mess Recoveries rusecsecias cere ieee tee ea SS Ree RATE 

Nets Losses, ..5cctiss! ustvacsacceriige ss aero ie leg 
Average Monthly Outstanding (as determined from Sched. N.).--.---- (B) 

Yo Net Losses to Average Outstandings (on an annual basis).........- 


(A) Are precomputed interest loans charged off net of unearned charges) sy 6s. ae NO oer 
(B) If answer to A is yes, deduct average unearned charges as determined from Schedule N., Col. 3. 
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ev. ’62 
5 W. Huron St., Chicago 10, Ili. 


SCHEDULE D 
BORROWINGS: 


NOTE: Please attach schedule of latest confirmed lines of credit from banks and names of brokers handling sale of 
open market paper. 


* * Bank loans under lines of credit. 


** Open market borrowings.................. 


** Other current loans 


Long term debt—Not subordinated 
Long term debt—Subordinated........ 
Paper sold with recourse.......-.......... 


Paper sold without recourse............. 


' SECUREDOR 


UNSECURED 


Unsecure 


_Unsecured 


Unsecured 
Unsecured 


376,085,000 
397,734, 500 


$ 
$149 ,050,000 


376,085,000 
86,482,000 


3 100, 806,000 


p ee ey ee ee 
3 149,050,000 | 3109,000,000 _ 


* As determined by month-end Retanees! 


* * Maximum total short term Porrowanes, at BU month end during the period ful O9.. 205, 0¢ 000 


3_ 47,514,000 
$ 
$ 


$50,028,000 


*0___Date Februar 


SCHEDULE E 


MONTHLY MATURITIES OF INSTALMENT RECEIVABLES (INCLUDING DIRECT CASH LOANS) 
OUTSTANDING AT STATEMENT DATE: 


NOTE: Totals in first two columns of faok TRE should agree with respective totals in balance shee 
If non-installment receivables are included in the above schedule, state amount. $ 


Analysis of over 12 months 


13-24 
25-36 
37-48 


months 
months 
months 
49-60 months 
61-72 months 
73 and over 
Total 


1,341,570 


O66 40.351 


is 309, 170 
12,908, 300 


eerie see 061 


Loo L079 
TE 33403,609 


11, 103,510 


INTEREST 


Te 
5,282,826 | 
4,950,222 | 
4,736,165 __ 


he eel ate 
Pee 


_ 16,804,838 


= L08 389) 
338495637 


357 06,097 


3,567,467 


3,436,256 


6 | _ 37,012,194 


109, 122,382 
58,160,798 
22,016,217 
10,981, 209 

We217 921 


ACTA eke) 
206522555720 


$89,359,358 | 


applicable. 
30,130, 249 139 s2oee OO 
6, O/ On. /a3 64,836,531 
107,573 BAP AEN Wee Rr BS fa 
45,051 11,026,260 
D2y2a9 4,240,160 


1, 758, 543 
243 , 237,920 


31,5344 
"37,012,194 


AVCO DELTA CORPORATION 
AUTHORIZED BANK LINES 


AS AT 


MAY #3151967 


U.S. BANKS 


Morgan Guaranty Trust 

Chase Manhattan 

Mellon National Bank & Trust 
Bankers Trust Company 
Manufacturers Hanover Trust 
First National City - New York 
Chemical Bank New York Trust 
First National - Chicago 
Irving Trust Company 

National Bank of Detroit 

First National - Boston 
Cleveland Trust 

Marine Trust Co. of Western New York 
Continental Illinois - Chicago 
Detroit Bank and Trust 

Bank of America 

American Express Company, Inc. 


Crocker-Citizens National Bank - San Francisco 


First American National - Nashville 
Lincoln Rochester 

State Street Bank & Trust 

Schroder Trust Company 

French American Banking Corp. 
Central National Bank of Cleveland 
First National - Denver 

Pittsburgh National 

United States Trust Company 
Manufacturers National - Detroit 
National Commercial - Albany 
Connecticut National Bank - Bridgeport 
First National - St. Paul 

Union Commerce Bank - Cleveland 
Worcester County National 

American National - Denver 

The Central Trust Company - Cincinnati 
City Trust Company - Bridgeport 
Colorado National - Denver 
Manufacturers and Traders - Buffalo 
Philadelphia National 

First National - Cincinnati 

Fifth Third Union! Trust Cincinnat1 
Southern Arizona Bank and Trust 
LaSalle National - Chicago 

Seattle First National 

Guaranty Bank and Trust - Worcester 
First National Bank in Dallas 

State National Bank of Connecticut 
First Pennsylvania Banking and Trust 
Third National Bank - Nashville 
Frost National - San Antonio 


LINE 


15,000,000 
12,000,000 
12,000,000 
12,000,000 
12,000,000 
8, 500, 000 
8,500,000 
7,000,000 
6,000,000 
6,000,000 
5,000,000 
5,000,000 
4,000,000 
4,000,000 
3,000,000 
3,000, 000 
3,000,000 
2,000,000 
2,000, 000 
2,000,000 
2,000,000 
2,000,000 
2,000,000 
2,000,000 
1, 500,000 
1, 500,000 
1,500,000 
1,500,000 
1,500,000 
1, 500,000 
1,000,000 
1,000,000 
1,000,000 
1,000,000 
1,000, 000 
1,000,000 
1,000,000 
1,000,000 
1, 000,000 
1,000,000 
1,000,000 
1,000,000 
1,000,000 
1,000,000 
1,000,000 
1,000,000 
1,000,000 
1,000,000 
1,000,000 
1,000,000 


U.S. BANKS 


LINE 
First National Bank of South Carolina 1,000,000 
Society National Bank - Cleveland 1,000,000 
National City Bank of Cleveland 1,000,000 
First National Bank & Trust Company, Oklahoma City 1,000,000 
Connecticut Bank and Trust 750,000 
National Boulevard - Chicago 750,000 
United States National - Omaha 700,000 
Northern City National 600 , O00 
First City National - Binghamton 500, 000 
American Fletcher - Indianapolis 500 , 000 
New England Merchants - Boston 500 , 000 
The First National Elkhart County 500 , 000 
County National Bank - Middletown, N.Y, 500 , 000 
Davenport Bank & Trust Company 500 ,000 
The Boatmen's National - St. Louis 500 , 000 
Bankers Trust Co. - Des Moines 500,000 
Mechanics National - Worcester 500,000 
Guaranty Bank and Trust - Denver 390,000 
Mohawk National Bank 350,000 
Rock Island Bank and Trust Company 350,000 
First National - Sioux City 300, 000 
Douglas County Bank of Omaha 300 , 000 
American National - St. Joseph 250,000 
Newton-Waltham Bank and Trust 250,000 
Rhode Island Hospital Trust 250 , 000 
Mercantile Trust Company - St. Louis 250,000 
First National Bank of St. Joseph 250 , 000 
Merchants National - Syracuse 200,000 
First National Bank of Portland 200 ,000 
Proctor Trust Company 200,000 
Indian Head National 200 ,000 
Merchants National - Manchester 200,000 
National Bank in Tulsa 200 , 000 
North Side Bank - Omaha 200,000 
First National - Dubuque 200 , 000 
Second National - Richmond 150,000 
First National - Fort Dodge 150,000 
Exchange National - Atchison 150,000 
First National - Danville 150,000 
Fremont National 130,000 
Council Bluffs Savings Bank 100,000 
Chittenden Trust 100 , O00 
Harvard Trust 100, 000 
Stock Yards National - South Omaha 100,000 
City National - Kansas City 100,000 
Livestock National - Sioux City 100,000 
Purse security Trust & Savings - Chicago 100,000 
City National - Hastings 100 , 000 
Boone State Street Bank & Trust Company 250,000 


UsS eLoras 186,420,000 


CANADTAN BANKS (in U.S. Dollars) LINE 


Avco Delta Corporation 


Canadian Imperial Bank of Commerce 925,000 


Avco Delta Corporation Canada Limited 


Mercantile Bank of Canada 925,000 
The Toronto Dominion Bank 5, 000 ,000 


Grand Total 193,270,000 


a SECTION II — DISCOUNTS 
SCHEDULE F USE DOLLAR FIGURES ONLY 
ANALYSIS OF RETAIL AUTO VOLUME FOR THE PERIOD OMIT CENT: 


NEW UNITS —.Cash Advanced as a Percentage of DEALER COST* 


24 Mos. or less 


25-30 Mos. 


31-36 Mos. Over 36 Mos. Balloon Paper Totals*** 


fox Beles cee OES $ Ello Aoialy. eas0o ee 
| 91%—100%....... $ b7 3,412 $ 79,949 ¢ 2, 6/935 591 Pane ee tee eo] ee 484,637 g_ 4,771,345 
J019%—105%....... gimme OF Ole [rgh 500,923). 17845916.) 6 7985364 | 26,997 | 2,741,814 
106%—110%....... $ * $ $ 55,286 $ eS S2 Ian - $ 710,613 
Over—110%....... $ $ 68 , 286 $ lad | - $ 91,306 
Demonstrator Paper. |____—S—sS—SJ|_CC NAVE VOLLAR| TOTALS ONLY | — — — — — —| — — — — — — Sl OBIE 573 
col EOS eee ay A ey Ae oy Ue al ae see led} 


et ee eee 


EEE 


25-30 Mos. Balloon Paper Totals*** 
90% or less....... sae LS )9) $ 450, 303 3. 66, 566 i$ T,494,453 
“91%—100% eh. 400508 5aihigtan SIT 3700) <2 e598 
101% —110% AGEL) Lr Hiren TEE on 2 
111%—120% $ 2354700 27/5 7,523: \s 73,442 
Over— 120% $ 21,610 yr $ Died Lond $ 104,705 
ae $1,215,429 186,572 |$ 4,046,895 


% Without Recsurse**** 83.16 % 


ee 
Balloon Paper Totals*** 


12 Mos. or less Over 18 Mos. 


90% or less........ ge 8 2 $ ee) »4/6 i $e eec eee 4,060 Me), 00995 32000 She ne keel 
91%—100%....... $ 527 , 148 $e 10,967 ls 592,626 

HO1%—110%....... 477,307 |g Oj g 532,403) 
11%—120%....... $22 02,021 

Over—120%....... $ 201,3 68 

Motals............. $ 2,111,242 


% Without Recourse**** 80.57 % 


DIRECT LOANS — Cash Advanced as a Percentage of Used Car Guide WHOLESALE VALUE** 


18 Mos. or less 19-24 Mos. 25-30 Mos. Over 30 Mos. Totals*** 


*Dealer Cost may include invoice plus applicable freight charges, taxes and license fees. Cash Advanced must exclude finance and insurance 
charges. 
**Please state reference book or books used. 
***Dollar totals in these columns should agree with respective totals in Schedule A — Page 1. 
***Without Recourse means without dealer endorsement, repurchase, deferred credit, withheld reserve, or similar protective provisions. 
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Robert Morris Associates. Form No. C 123 Rev 
Carried in Stock by Cadwallader & Johnson, Inc., 225 W. Huron St., Chicago 10 Ill. 


SCHEDULE G 
ANALYSIS OF FLOOR PLAN LOANS 
TO DEALERS: 


MAXIMUM AMOUNT 
OWING AT OUTSTANDI 
CLASSIFICATION 10D 6 MONTHS OR OVER 
Automobile==New rea eee RAC WRCAS oS ONE 
Automobile—Ulsed::.cicccccotecosncctincselrt rr tee na $ g___ 292,861 
Other (Detail) 0.0... House [nat ters a oe g__ 840,239 fg 737,071 


Other 


Poe rrr rir it iritrrr rrr rrr ri rit rir its 


3____ 770,498 


| ; 
EEN TEN tL a IL AM 2 ieee WEE. s_31,397, 610 — 


POCO eee eRe eee EOE OH OOO SESE SOE SCT OEOOED EE EEO EOE OSE ROC EES TOES ESEOS SSH OTS TETUE ES OR SSE SESTESEE OEE EES = | $ 


LOW BOOK VALUE AM’T OUTSTANDING| NEWOR USED 
USED CAR COLL. MAXIMUM LOAN | 6 MONTHS OR OVER CAR DEALE 


$ PVE TP STS O2s mains 


; 1,758 


N 
a ear rr ee N 

oe: ere ee 8,232 N 

43,499 59,290 | g U 

oo as eaopruale : 7,761 N 
outings see l*s N 

| ihe 826 (6408 1a. Bik? 6: GON. 26,640 | g N 
; U 

U 

$ U 


SCHEDULE H 
CAPITAL LOANS TO AUTOMOBILE DEALERS: 


23 1,038,208 


Capital Loans owing at statement date..........ccssccsscssscsessssccsscrsccsesscsscnsessessescssvessssscssscseressessessessoss 
List five largest capital loans, describe security, and outline program for liquidation. 


IMTS Bioy = Mortgages, personal guarantee, assignment of life and fire insurance - 
11 payments at $1,850.00 and 1 for the balance. 


185,000 = Promissory note, guarantees, second mortgage, assignment of fire 
insurance - 1 payment at $185,000. 


96,082 - Promissory note, assignments of deeds, fire insurance and lease - 
1 payment at $96,082. 


80,526 - Promissory note, first mortgage, guarantees - 5 Pe ymen tae at Sie o2 
6 at $2,960 and 1 for the balance. 


18,950 - Promissory note, debenture, 2nd mortgage on home, lst mortgage on 
cottage, assignment of fire insurance - 35 payments at $1,140 and 
1 for the balance. 
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SCHEDULE I 
DEALER RETAIL CONCENTRATIONS: 


DEALER  OnUATEE OUTSTANDING AT 


ng eerie 
—_—ee | | 8D __.___.____._... eee 


—_— | PO  ______| 9 ____..| | 


_ |] CUP 


|] hPL 
-_ 


$$ 


_Totals 


SCHEDULE J 
ANALYSIS OF PAST DUE DISCOUNT RECEIVABLES: 


(Based on contract terms in effect at questionnaire date) 
CLASSIFICATION 


RETAIL & DIRECT LOANS 
(Exclude Direct Cash Loans) 


INSTALMENTS 
OVER 60 DAYS 


BALANCES 
OVER 60 DAYS 


waeeesesccnesvcenocses 


is +) 
Other (DScAil ererecccrisesssesscrtvsssseortaccssecstacseosssvarecossccvacecoceaactocenscronseotectenssutessesessctendeveseceosp 
Ae POMC MTD FOV CMC TNS LOM. dcsitscsteeescnesce ie ee. 
Pe Eecieegquipment division | ia WIVOR TOSI 
a! Dap Les PE QUIPMeNl GEVE SLOT oo cccccssncesssscssoosearee OO ae ae 90 oe ee 
WIV ER LG Ree ee renee reer e rae renee sane Acdece sececeecsasveasetence cous lcocadeceececsdsectcnweceecerccsescttconnn 


SCHEDULE K - Automobile business only 
REPOSSESSIONS: 


g2 8133) 650 


Repossessions acquired during period.) 4.<.5¢--2.0-6 uN sk i ees 794,036 | 


90,341 


Repossessions on hand and with dealers at beginning of period 


Repossessions on hand and with dealers at end of period...-.-..-..-.------------:----:--:e serene 


On what basis are repossessions valued? At approximate market value. 


, Chicago, Illinois 60610 


OSS = ws 


DB.) JES 


me MS ASe 


MRUVOTL wavissvo sihvuvvvreetv~ 


Carried in Stock by Cadwallader & Johnson Inc., 


225 W. Huron St. 


DIRECT CASH LENDING QUESTIONNAIRE 


This questionnaire applies to companies engaged principally in making cash loans, generally under Small Loan 
Acts or similar regulatory laws. Provision has been made in the schedules below for some information regarding 
non-cash lending operations but if this amounts to a substantial part of your volume, the separate questionnaire 
for Sales Finance Companies or Commercial Financing Companies should be used in conjunction with this ques- 
tionnaire. In submitting this questionnaire with financial statements, please ascertain that identical terminology 
is used and that all figures in each are in agreement. Figures in schedules should be stated to the nearest dollar. 
If the information requested is already included in an audit report, it need not be duplicated herein. 


Name and Address of Company ROD ONE IOUS US 


Submitted as of July 31,1967 covering the period from_December 1, 1966 to May<3 1.71967 


Does this report include operations of subsidiary or affiliated companies?__YeS If so, please list 
below the names of any subsidiary or affiliate which has been financed other than by advances from the re- 
porting company, the outstanding capital and percentage of ownership of each and the amount and description 
of outside financing. 


Nil 


SCHEDULE A (In schedules A, B and C, indicate whether volume is reported on a net or gross basis. Use the 
same basis for all three schedules. ) Gross basis 


ANALYSIS OF DIRECT CASH LOAN VOLUME FOR THE PERIOD BY MATURITY CLASS 


Average Amount 
Number of Loans Volume Per Loan 
LOR 23 5006.9 77 336 


79,240 
918 3,136,616 TSA 


85 493,042 5, 800 
isl Gap | ee 
150,855 125,734,020 833 


Volume of loans written with a balloon payment, $__1,829 ,062 


Loans written for 1 to 25 months 


26 to 37 months 


96,/62 5242 Ly22h 


38 to 48 months 


49 to 60 months 


more than 60 months 


Total Direct Cash Loans 
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SCHEDULE B 
ANALYSIS OF TOTAL VOLUME FOR THE PERIOD — BY PRINCIPAL TYPES OF SECURITY. 


GROSS 
VOLUME OUTSTANDINGS 
Loans 


Real estate with or without other security. 


1G3 270 
Chattel mortgage on auto, household goods, 
and/or other security. 115,488 119,920,001 
Unsecured except by co-maker or wage 
assignment 2,021 L,208,916 
Unsecured (either single name or husband 


and wife) 10,453,645 
Sub-total — Direct Cash Loans 


150,855 125,734,020 196,374, 254 


OTHER PAPER PURCHASED 
(Describe major classes) 


Retail Contracts 


a___ Conditional Sales Loe od aon 37,268,495 


(Gr 


Other (Describe) 


Sub-Total — Other. Paper Purchased 77,165 © 25,457,497 37,268,495 


Include in ‘‘Sub-total 

BULK PURCHASES Direct Cash Loans’’ 
a. Direct Cash Loans above. 

Include in ‘‘Sub-total 


b. Other Paper Other Paper Pur- 
P LL Soi ots chased’”’ above. 


Sub-Total — Bulk Purchases 4,446 Ie oeisoks 


GRAND TOTAL — All Classifications 232,466 15257795350 233,642,749 
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SCHEDULE?C 
ANALYSIS OF DIRECT CASH LOAN VOLUME FOR THE PERIOD — BY TYPE OF BORROWER 


150,855 47,315,078 78,418,942 125,734,020 


Note: Grand total in fourth column should agree with Direct Cash Loans in Schedule A and Direct Cash Loans sub-total in 
Schedule B. 


1. Loans to new borrowers 
2. Loans to former borrowers 


3. Loans to present borrowers 


Totals 


Included under Number 3 above were 32946 Joans (number of loans) to present borrowers where the amount of the 
loan, after deducting both finance charges and insurance charges, did not exceed the old balance renewed by more than 
10%. For the purpose of compiling this statistic, the amount of each ‘‘Old Balance Renewed’’ is the unpaid balance owed 
at the time of refinancing minus all refunds of finance and insurance charges. (Those lenders reporting volume on a 
gross basis will report old balances on line 3 in the table above ‘‘gross’’,even though this supplementary statistic re- 
quires uSing ‘‘net’’ old balance figures.) 
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SCHEDULE D — DEFERRED INCOME 


Answers to the following questions should be furnished on a separate page entitled ‘‘Schedule D.’’ 


1 


Is any portion of refundable finance charges (interest and/or fees) taken into income as acquisition charges when 
loans are made or contracts purchased? If answer is Yes, describe the exact basis for determining the portions taken 


directly into income, and if more than one basis is used, describe each basis and show states and type of business 
for each basis. 


Is any portion of non-refundable initial finance charges, where authorized, deferred? If answer is Yes, describe the 
exact basis for determining the portions deferred, and the method of taking such deferred portions into income. 


Is any portion of finance charges transferred to accounts other than income, or deferred income, or dealer reserves? 
If answer is Yes, describe the accounts credited (such as loss reserves, or direct offsets to expenses) and the basis 
on which the amounts are transferred. 


Is any portion of refundable insurance charges taken into income as acquisition charges or commissions when loans 
are made or contracts purchased? If answer is Yes, describe the exact basis for determining the portions taken directly 
into income, and if more than one basis is used, describe each basis and show states and type of business for each 
basis. 


Answers to questions 5 through 7 should be separated as to ‘‘Direct Cash Loans”’ and ‘‘Other Paper Purchased.’’ If any 
class of ‘‘Other Paper Purchased’”’ constitutes more than 15% of total receivables, break your answer down by type of 
paper such as automobile, household goods, mobile homes, etc. 


a. 


a. What is basic method used in accounting for deferred income (sum of digits, liquidation, straight line or fixed 
percentage of outstanding)? Is procedure applied on an accrual or collection basis? 


b. If sum of digits or straight line methods are used are new charges inventoried on an account by account basis, 
spread over actual term by age group or spread over average term by group? If spread over average term, indicate 
number of months used. 


c. If sum of digits or straight line accrual methods are used, do transfers to income commence in month of acquisition 
or month following month of acquisition? 


To what account(s) are rebates charged? If sum of digits or straight line methods are used on groups of accounts 
are rebates spread over actual terms or some average term? If spread over average term, indicate number of months 


used. 


Are extension fees and late charges handled on an accrual or collection basis? Are these items credited to income 
or deferred income? If deferred income is handled on accrual basis are the charges rescheduled to reflect extensions? 
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SCHEDULE D - Deferred Income 


We In the U.S. Consumer Finance Division there is a set-up charge of 15%. 
In the Canadian Consumer Finance Division there is a set-up charge of 
15% on all Conditional Sales Contracts. On the precompute business a 
constant deferred percentage is used (17.4%). This is being increased 
by 1/10 of 1% per month. 


2 None of our divisions defer initial non-refundable finance charges. 


ore The balance of all finance charges, after crediting a set-up charge to 
income, is credited to deferred income. 


4. No insurance income is recorded in our consumer finance subsidiaries, 
other than experience rebates on credit life insurance. 


Se (a) The basic method in the U.S. Consumer Finance Division is to account 
for deferred income on a sum of the digits basis, after taking a 15% 
set-up charge into income. This is applied on an accrual basis. 

See 1. above for Canadian Consumer Finance division direct precompute 
loans. 


(b) The calculation is made by the computer on a separate account basis. 


(c) Transfers to income commence in the month of acquisition but only 
half the calculated amount is credited to income the first month. 


6. Rebates are charged against the net income account. 


Tis Extension fees and late charges are handled on a collection basis. These 
items are credited to income. Charges are re-scheduled to reflect extensions, 


EDULE E 
RECT CASH LOANS CLASSIFIED AS TO RECENCY OF PAYMENT * 
(Applicable to interest bearing, precomputed and discount basis loans) 


- 60 day and over accounts 

a. Accounts which have had no collection of principal, 
interest or charges for 60 days or more — classified as 
to the period during which the last collection was received. 


Ls F/B} pO iets. |, i ee oi 


1.3/7 fae O0r 
OM MRP RENS 
449,167 


4,975 2,113,624 


6,984 33513,21L6 


11,959 5,626, 842 


Note — None of the classifications in Schedule E shall include any loans made or contracts acquired during the last 
60 days. Partial payment accounts should not include any accounts reported in la or 1b above. On interest bearing 
Toans, a contractual monthly payment may be assumed to be the original principal amount divided by the scheduled 
number of monthly payments for purposes of compiling #2. No credit to unpaid balance resulting from a refund associ- 
ated with accelerating or recomputing an account to put it on an interest bearing basis should be treated as a collec- 
gq for purposes of classifying accounts above. 


aa Balances 


60 — 89 days 


90 — 179 days 


180 — 269 days 


270 days or more 


b. Accounts on which only interest, deferment, extension 
and/or default charges were received in the last 60 days. 


Total 


2. Partial payment accounts 

Accounts on which the total amount applied to the unpaid 
balance in the last 60 days was less than 50% of the 
original contractual monthly payment. 


Total 


8. If the ‘‘Other Paper Purchased”’ section of Schedule B (Volume) was filled out, please furnish a separate schedule 
_ for Past Due Accounts in this paper showing (1) Classification (description) of paper; (2) Amount of instalments in 


each class over 60 days past due: (3) Amount of balances in each class over 60 days past due —- ALL BASED ON 
PRESENT CONTRACT TERMS. These conditional sales contracts are included with our other 


precomputed direct loans on a contractual basis. 


. If any receivables were purchased in bulk during the period, were these receivables considered as current at time 
of purchase or are past due accounts recorded above according to their actual degree of delinquency? Past due 


mee ccoxded. according “Ro po reuahect ss yee? ge tiqiede yn sy: laid down except that 


S. What is your charge-off policy on accounts: a1] accounts with no payments in the last six months are 
a. After what period of delinquency is an account charged off? automa ically charged off. 


b. How often are charge-offs made? Monthly (_ ), Quarterly ( ), Semi-Annually ( ), Annually ( ), Other( ) Please 
specify . These are made when the supervisor visits a branch and in general this is 
quarterly. 


* Both our consumer loan divisions in the United States and Canada calculate delinquency for 
our interest bearing direct cash loans on a recency of payment basis. All other loan 
delinquency is calculated on a contractual basis. An additional schedule is appended to 


cover the delinquency on these accounts. 
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SCHEDULE E 


Direct loans and conditional sales contract delinquency on a contractual 


basis. 


Number Unpaid balances 
60 days - 89 days Lea 2 742,163 
90 days - 179 days 3,200 25902059 
180 days or more 2 - 


Total 4,442 5935 OLS 


SCHEDULE F — RESERVE FOR LOSSES RECONCILIATION 
BALANCE BEGINNING OF PERIOD 
ADDITIONS: 

Appropriations from surplus 
Appropriations from income ....:.. 4...) .05 hon le... 
Recoveries (Reconcile with Schedule G)............. 
Other credits (Detail) 
Appropriations from deferred income or finance charges. . . 

Total additions 

DEDUCTIONS: 

Losses charged (Reconcile with Schedule G) 
Transferred to other reserves (Specify) 
Transferred to income 
Other charges (Detail) 


SCHEDULE G — LOSS EXPERIENCE FOR PERIOD: 
DIRECT CASH LOANS 


1h US OE Vato OF The 3 8 ry Pe Oe eee (A) 
|LISSS=A RGSS Be ee a ete ne 
INIGHEIEGSSCS ar rms Nate hk sede Aran) eee er lh wee Gow 
Average Monthly Outstandings 

(as determined from Schedule H)................ (B) 


% Net Losses to Average Outstandings 
(on an annual basis) 


OTHER PAPER* 
Outstandings beginning of period 
Volume during period 
Notes purchased (bulk) . 

Total (1) 


Less: 

Outstandings end of period 
Notes sold (bulk) 
Notes charged off 

Total (2) 

Liquidation (1) minus (2) 
Notes charged off 
Less Recoveries 
Net Losses 


% Net Losses to Liquidation 


4,215,334 
451,056 


1.6 
2,096, 633 
b) 2 


1,689,024 


1,689,024 
4,622,943 


1, 483, 120 
391, 609 
1091, Sil 


TOTO Lon, Oy. 


1.30 


355 3405 162 


25,457,497 


je 25, 457, 47 ee 
1, 587,813 
62,385,492 


37,268,495 


O7 
/Oo 


1 6 poke 
bd] 
Eee oe a) 


(A) Are precomputed and discount basis loans charged off net of deferred charges? Yes X_No__. 
(B) If answer to A is yes, deduct average unearned charges as determined from Schedule H, Column 3 


* Describe the types of receivables classified as ‘‘Other Paper’’ and furnish separate schedule showing beginning 


and end of period balances for each type: 
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SCHEDULE | - See schedule D of the Sales Finance Questionnaire 
' NOTE: Please attach schedule of latest confirmed lines of credit from banks and name of broker handling sale of 
open market paper. 
; Specify 


Owing at 


*Maximum *Minimum 


BORROWINGS Secured or en Statement 
\ Unsecured 


: 
~**Bank loans under lines of 
credit 


_ **Open market borrowings 


. **Other current loans 


Maturities of unsubordinated term debt 
due within one year 


Maturities of subordinated term debt 
due within one year 


Long term debt — not subordinated 


Long term debt — subordinated 


*As determined by month end balances during the period. 


_ Maximum total short term borrowings at any month end during the period: (All sources marked * * above) 
ee es Ue Date 


Have any receivables been sold (with or without recourse) during period? Specify details and amount. 


| SCHEDULE J 
If 5% of your loan volume consisted of loans originally made for $5,000 or more, give the following data on the ten loans 
having the largest loan balances at the end of the period: 
(a) Date made; (b) Original amount; (c) Amount outstanding; (d) Repayment Schedule, (e) Security; 
(f) Delinquency status. 


SCHEDULE K 
Please attach auditors’ certificate of compliance with restrictive covenants contained in your most restrictive long term 
debt agreements relating to the maintenance of certain financial ratios and other financial conditions. Audit is made 
only once a year. 


The foregoing information supplements our financial statement of May 31, 1967 ee prepared 
by. the company CCC iss submitted for the purpose of obtainin 


Avco Delta Corporation 
} (Name of Company) (Title) President. 
PLEASE NOTE: The borrower is invited to submit any other pertinent information which would be of interest to the lender. 
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DELTA CORPORATION ano sussiviaries 


OFFICERS & DIRECTORS 


DIRECTORS 


J. R. Gosnell Executive Vice-President, The Paul Revere Corporation 
J. R. Kerr* President, Avco Corporation 

F. S. Larson* Treasurer, Avco Corporation 

M. A. McLaughlin* Vice-President and General Counsel, Avco Corporation 
H. P. Paterno* President 

A. E. Rasmussen* Financial Vice-President, Avco Corporation 

K. R. Wilson, Jr. Chairman of the Board, Avco Corporation 

R. W. Yantis* Chairman of the Board 


*Executive Committee 


OFFICERS & STAFF MANAGEMENT 


R. W. Yantis Chairman of the Board 

J.R. Kerr Vice Chairman 

H. P. Paterno President 
Dannecker Executive Vice President 
Tennant Executive Vice President 
Connell Group Vice President 
Rasmussen Vice President 
Larson Vice President 
Sadler Vice President 
. McLaughlin Secretary and General Counsel 


DIVISION MANAGEMENT 


AUTOMOTIVE DIVISION 
W. A. Gallaway Vice President & General Manager 


BANKING DIVISION 
T. Jackson Executive Vice President 


CAPITAL EQUIPMENT DIVISION 
M. H. Bailey Vice President & General Manager 


CONSUMER FINANCE DIVISION 

R. A. Anderson Vice President & General Manager 
T. M. Cumming Vice President & General Manager 
C. L. Newton Vice President & General Manager 


FARM EQUIPMENT DIVISION 
H. E. Dickerson Vice President & General Manager 


HOME IMPROVEMENT DIVISION 
R. M. Hett President & General Manager 


INSURANCE DIVISION 
K. R. Kirkpatrick Vice President & General Manager 


THRIFT DIVISION 
S. Nemirow President & General Manager 


AR46 


CORPORATION 


750 THIRD AVENUE 
NEW YORK, N. Y. 10017 


KENDRICK R. WILSON, JR. 
CHAIRMAN OF THE BOARD 


September 19, 1967 
Dear Stockholder: 


As was reported in the press and in our most recent Stockholders Newsletter, Avco and The Paul 
Revere Corporation entered into a formal agreement in early July providing for a proposed combination 
of the two companies to be accomplished by an exchange by Avco of shares of its common and a new 
class of preferred stock for shares of Paul Revere. Upon this exchange becoming effective, Avco also 
proposes to make an offer to its stockholders to exchange shares of the same class of preferred stock for 
one-half of the Avco shares held by them. These matters will be submitted for shareholder approval at 
a special meeting of Avco’s stockholders to be held in Wilmington, Delaware, on October 24, 1967, as 
outlined in the formal notice accompanying this letter. 


Paul Revere, which has its headquarters in Worcester, Massachusetts, is primarily a holding com- 
pany, although its Thompson Wire Division produces certain specialized steel products. Its principal 
subsidiary is The Paul Revere Life Insurance Company, one of the fifty largest United States life insur- 
ance companies in terms of assets. Other holdings include a variable annuity insurance company, several 
savings and loan type institutions, a small loan company based in the southeastern United States, a 
home improvement financing company, and a majority interest in Vernors Inc., an extract manu- 
facturer. Paul Revere also holds 4,000,000 shares (or approximately 28%) of Avco’s outstanding com- 
mon stock which it acquired by means of a tender offer last winter, and a Paul Revere subsidiary owns 
another 12,500 common shares of Avco. Complete details as to the history and business of Paul 
Revere and its subsidiaries are set forth in the accompanying Proxy Statement. 


The combination of Paul Revere with Avco will continue the program of balanced diversification 
which Avco has been following during recent years. Based upon a careful consideration of all relevant 
factors and the independent review and opinion of The First Boston Corporation (see Appendix A to 
the Proxy Statement), your Board of Directors and management are firmly convinced that this combina- 
tion is in Avco’s best interests and strongly recommend that it be approved by the stockholders at the 
special meeting. 


Since the favorable vote of two-thirds of the outstanding shares of Avco will be required to 
approve the proposed combination, we would like to have as many stockholders as possible represented 
at the meeting. If you are planning to attend the special meeting, we would appreciate your writing 
to us (or enclosing a note with your proxy ) so that we may make all necessary arrangements. Promptly 
after hearing from you, we will mail you a reservation card which should be presented at the meeting. 


In any event, whether or not you expect to be able to attend the meeting, please date, sign and 
return the accompanying proxy promptly in order to assure the presence of a quorum. 


Cordially yours, 


Wenduih 02 bribarn 


NOTICE OF SPECIAL MEETING OF STOCKHOLDERS 


To the Stockholders of AVCO CORPORATION: 


Notice 1s HereBy GIvEN that a Special Meeting of the stockholders of Avco Corporation (herein 
called “Avco”), a Delaware corporation, will be held at the Hotel duPont, 11th and Market Streets, 
Wilmington, Delaware, on Tuesday, October 24, 1967, at 10:00 A.M., Eastern Daylight Time, for 
the purpose of considering and acting upon a proposal providing for the combination of The Paul 
Revere Corporation (herein called “Paul Revere”) with Avco pursuant to which Avco would 


(a) offer to exchange 1.8 shares of its common stock plus one share of a new class of its 
$3.20 cumulative convertible preferred stock (convertible at any time into two common shares) 
for each share of the outstanding common stock of Paul Revere, 


(b) if the exchange referred to in (a) above becomes effective, offer to exchange (i) shares 
of such new preferred stock for one-half of the common shares owned by each holder of its common 
stock (other than shares received pursuant to the exchange referred to in (a) above), one such new 
preterred share being exchanged for each two such common shares, and (ii) shares of its common 
and such new preferred stock for the outstanding shares of its $4.50 cumulative convertible pre- 
ferred stock, on the same basis as if such $4.50 preferred stock were converted into common stock 
at its applicable conversion price of $28.20 per share and exchanged as specified in (i), and 


(c) amend its Certificate of Incorporation to increase its authorized capitalization by an 
aggregate of 10,091,000 common shares and 6,258,000 preferred shares (being the maximum 
amount, rounded to the nearest 1,000 shares, needed to effectuate the exchanges referred to in 
(a) and (b) above) and to make a related change in the voting rights of Avco’s preferred stock, 


all as more fully described in the attached Proxy Statement. 


The close of business on September 18, 1967, has been fixed as the record date for the special meeting 
or any adjournment thereof, and only holders of record of the common and $4.50 cumulative converti- 
ble preferred stock of Avco at said time and date are entitled to notice of and to vote at the meeting. 
The transfer books of Avco will not be closed. 


All stockholders are invited to attend the special meeting, but whether or not you expect to be able to 
attend, Avco’s management respectfully requests that you date, sign and mail the accompanying proxy 
promptly in the return envelope supplied. 


Submitted by order of the Board of Directors. 


New York, New York Tho Mn, J wk 
September 19, 1967 Gordon M. Tuttle, Secretary. 
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CORPORATION 


PROXY STATEMENT 


The accompanying proxy is solicited by and on behalf of the management of Avco Corporation 
(“Avco”) for use at the Special Meeting of Stockholders to be held on October 24, 1967, and may 
be revoked at any time prior to its use. 

All costs of soliciting the proxies for this meeting will be borne by Avco. In addition to the use 
of the mails, proxies may be solicited in person or by telephone or telegraph by officers or regular 
employees of Avco. Georgeson and Co., 52 Wall Street, New York, New York, has been retained by 
Avco to assist in such solicitation at a total estimated cost of $15,000. 

As of September 18, 1967, the record date for the special meeting, there were 14,152,736 shares of 
common stock and 35,000 shares of $4.50 cumulative convertible preferred stock of Avco issued and 
outstanding, entitled to one vote per share, constituting all of the outstanding voting securities of 
Avco. The presence in person or by proxy of a majority of the aggregate shares of common and 
$4.50 preferred stock of Avco outstanding as of the record date is necessary to constitute a quorum 
for the transaction of business at the meeting, and approval of the proposal being presented to the 
special meeting will be decided by the favorable vote of the holders of two-thirds of Avco’s outstanding 
common and $4.50 preferred shares (taken in the aggregate ). 

Detailed information concerning the proposal to be considered and acted upon at this meeting is 
set forth below. The material relating to The Paul Revere Corporation (“Paul Revere”) and its 
subsidiaries and management has been prepared from information furnished or made available by 
Paul Revere’s management. 

PROPOSED OFFER TO PAUL REVERE SHAREHOLDERS 
PRC Offer 

Avco proposes to make an offer (the “PRC Offer”) to all holders of shares of the common stock 

of Paul Revere to exchange 


(i) 1.8 shares of Avco’s common stock, plus 


(ii) one share of a new class of $3.20 cumulative convertible preferred stock of Avco, 
convertible at any time into two common shares, 


for each share of Paul Revere’s common stock. Paul Revere presently has issued and outstanding 
2,655,543 shares of common stock, which is the only class of its capital stock and the maximum 
amount of such class authorized by the Paul Revere charter. Accordingly, Avco will be exchanging 
an aggregate of 2,655,543 shares of its new $3.20 preferred stock and approximately 4,779,977 shares 
of its common stock if each Paul Revere shareholder accepts the PRC Offer. For detailed information 
with respect to the capital stocks of both Paul Revere and Avco, including the proposed $3.20 
preferred stock of Avco, see the “Capital Stock” captions under the respective “History and Business” 
headings for the two companies below. 

The PRC Offer will be made by means of a tender letter to be mailed shortly after the special 
meeting of stockholders and will provide for a period of not less than 30 nor more than 45 days 
for acceptance of the offer. No fractional shares of common stock will be issued by Avco in exchange 
for the Paul Revere shares. All fractional interests in such stock will be paid by Avco in cash, valuing 
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_the Avco common shares for this purpose at their closing price on the New York Stock Exchange on 
the date of the PRC Offer. 


Cond‘tions; Effectiveness of Offer 

The exchange of shares pursuant to the PRC Offer will be subject to the express condition that 
Paul Revere shareholders holding at least 80% of the common stock of Paul Revere shall have tendered 
their shares to Avco for exchange prior to the expiration of the exchange period. In addition, Avco 
is not obligated either to make the PRC Offer or to exchange its shares pursuant thereto unless the 
following further conditions are fulfilled to its satisfaction: 


1. The making of the PRC Offer shall have been approved by the holders of at least 
two-thirds of the common and $4.50 preferred shares of Avco (taken in the aggregate) at the time 
outstanding. 


2. A ruling shall have been obtained from the United States Treasury Department to the 
effect that (i) if the holders of the requisite percentage of Paul Revere shares referred to above 
tender such shares for exchange pursuant to the PRC Offer, such exchange will constitute a 
reorganization within the meaning of Section 368(a)(1)(B) of the Internal Revenue Code of 
1954 and no gain or loss (except to the extent of cash paid for fractional interests) will be 
recognized by Avco, Paul Revere or such Paul Revere stockholders under Section 354 of the 
Code, (ii) the exchange by Avco shareholders of shares of its common stock for shares of the 
new $3.20 preferred stock of Avco pursuant to the supplementary Avco Offer referred to below 
will constitute a recapitalization within the meaning of Section 368(a)(1)(E) of the Code and 
no gain or loss will be recognized by Avco or such Avco stockholders under Section 354 of the 
Code, and (iii) Section 306(a) of the Code is not applicable to the $3.20 preferred stock of 
Avco to be issued pursuant to the PRC Offer and such supplementary Avco Offer, provided 
that this latter ruling need not apply to the preferred stock to be received by certain principal 
stockholders of Paul Revere and their families. 


3. Avco’s Certificate of Incorporation shall have been duly amended so as to increase its 
capitalization by an amount sufficient to permit the exchange of Avco shares pursuant to the PRC 
Offer and the supplementary Avco Offer referred to below. 


4, The shares of common and $3.20 preferred stock of Avco to be exchanged pursuant to 
the PRC Offer (i) shall have been duly registered under the Securities Act of 1933, as amended, 
and in the case of the preferred stock, under the Securities Exchange Act of 1934, as amended, 
and under the applicable laws of each other jurisdiction as, in the opinion of Avco’s General 
Counsel, may be required and (ii) shall have been duly approved for listing on the New York, 
Midwest and Toronto Stock Exchanges. 

5. Avco shall have received a supplementary agreement signed by certain Paul Revere 
stockholders containing representations and warranties as to the business of Paul Revere and 
its subsidiaries and providing for the indemnification of Avco for a period of three years against 
all losses in excess of $500,000 in the aggregate resulting from undisclosed liabilities, mis- 
representations and breaches of warranty, such indemnification to be secured by. (and limited to) 
an aggregate of 100,000 shares of Avco’s common stock to be deposited in escrow by the signing 
stockholders. 

6. Avco shall have received satisfactory evidence, including officers’ certificates, accountants’ 
reports and opinions of counsel, that Paul Revere’s organization, existence, business operations, 
capitalization and financial condition, and that of its subsidiaries, are as theretofore represented 
to Avco and that the Paul Revere stockholders have full legal power and authority to tender their 
shares to Avco under the provisions of the Investment Company Act of 1940, as amended. 


The Federal Communications Commission has advised Avco in writing that no approval of the 
commission is required in connection with the exchange of shares pursuant to the PRC Offer. 
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The PRC Offer is expected to become effective shortly after all of the conditions referred to above 
have been satisfied, even though the exchange period may not have expired. The exchange of shares 
pursuant to the terms of such offer will be physically consummated as soon as practicable thereafter. 


Expenses 


Avco estimates that it will incur maximum aggregate expenses, assuming the PRC Offer becomes 
effective as mentioned above, of approximately $975,000 in consummating the exchange of shares 
pursuant to both the PRC Offer and the supplementary Avco Offer referred to below. These expenses 
include registration and listing fees, the cost to it of satisfying the conditions referred to above, a fee 
of $100,000 payable to The First Boston Corporation for their services as financial advisor to Avco 
(see below), and legal, accounting and printing fees and expenses. No commission or other payment 
is or will be due to any broker or finder in connection with either exchange. 

The Paul Revere stockholders signing the supplementary agreement referred to above will agree 
to pay all expenses incurred by Paul Revere in connection with the satisfaction of the conditions 
referred to above, any legal fees incurred by Paul Revere in connection with the PRC Offer, and the 
fees and expenses of any Exchange Agent designated to act in connection with the exchange of shares 
pursuant to such offer. 


Background Information 


Late in 1966 and early in 1967, representatives of Paul Revere met, at their request, with senior 
officers of Avco to explore generally the possibility of a merger of the two companies, but no agree- 
ment or understanding was reached regarding such a merger. 

On January 27, 1967, Avco’s management was advised that Paul Revere would make a tender 
offer to Avco’s stockholders to purchase 4,000,000 shares of its common stock at a price of $33 per 
share ($4.50 higher than the closing price of Avco’s common stock that day on the New York Stock 
Exchange ), and an announcement of the proposed tender offer was released publicly that afternoon. 
More than 9,200,000 shares of Avco’s common stock were tendered pursuant to the offer, which provided 
for a tender period of two weeks expiring on February 17, 1967, but Paul Revere limited itself to 
acquiring on a pro rata basis the 4,000,000 shares for which it had initially made the offer. For 
information as to the sources of the funds used to purchase these Avco shares, see Note 9 to Paul 
Revere’s consolidated financial statements. 


Paul Revere continues to own beneficially and of record the 4,000,000 common shares of Avco 
acquired as a result of its tender offer, and one of Paul Revere’s subsidiaries owns an additional 12,500 
common shares. This ownership represents approximately 28% of the total number of Avco’s presently 
outstanding common shares, and, accordingly, Paul Revere might be considered to be a parent of 
Avco under the regulations of the Securities and Exchange Commission. In addition, the officers and 
directors of Paul Revere beneficially owned an aggregate of 482,729 common shares of Avco as of 
July 15, 1967. 

Discussions regarding the possibility of combining the two companies were reinitiated by Paul 
Revere on March 9, 1967. From and after that date, extensive detailed negotiations took place 
between the parties as to the nature of the proposed combination and its terms. Avco selected The 
First Boston Corporation to act as its independent advisor to evaluate the business of Paul Revere 
and to help to determine the fairness and appropriateness of the combination terms. 

The foregoing negotiations culminated in the execution of an Exchange Agreement, dated as 
of July 5, 1967, between Avco and Paul Revere. Avco’s obligations under the agreement are as out- 
lined above. Paul Revere obligated itself to recommend acceptance of the PRC Offer to its stock- 
holders, subject to the fulfillment to its satisfaction of conditions similar to those described above for 
Avco, and to cooperate fully in effectuating the proposed exchange of shares. 

Paul Revere has filed an application with the Securities and Exchange Commission for an order 
declaring that it is not an “investment company” within the meaning of the Investment Company 
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Act of 1940, as amended, or in the alternative, for an order exempting it from all of the provisions 
of said Act. In connection with this application, Paul Revere agreed in early 1967 that it and other 
persons in their transactions and relations with it shall be subject to the Act, with certain limited 
exceptions, as though it were a registered investmert company, pending receipt by it of notice of the 
action taken by the Commission on the application. No such action has yet been taken on this 
application, and as noted under the caption “Conditions; Effectiveness of Offer” above, it is a pre- 
requisite to the making and consummation of the PRC Offer that the Paul Revere stockholders have 
authority to tender their shares to Avco under the provisions of the Investment Company Act of 1940. 


Late in April 1967, a class action was commenced in the United States District Court for the 
Southern District of New York against Paul Revere, Avco, Robert D. Harrington, President and a 
director of Paul Revere, and John R. Gosnell, Executive Vice President of Paul Revere and a director 
of both companies, by an Avco stockholder who had allegedly tendered shares of Avco’s common stock 
for sale to Paul Revere in response to its tender offer. The complaint alleges violations of the Securities 
Exchange Act of 1934 in failing to disclose material facts in connection with the offer and asks for 
damages or rescission of the sale on behalf of the plaintiff and all others similarly situated. Answers 
denying the material allegations of the complaint have been filed by each of the defendants, and they 
have been advised by their respective counsel that the claims alleged in this action, which presently 
remains in a preliminary pre-trial stage, are without merit. 


Business Reasons 

As set forth in detail under the heading “History and Business of Avco” below, Avco’s sales have 
historically been dependent in large part upon the defense and space programs of the United States 
Government. This factor has provided the impetus for Avco’s successful efforts during recent years 
to broaden and diversify its commercial operations where such operations could fruitfully be combined 
with the existing activities of the corporation. The proposed combination with Paul Revere represents 
another large step in this diversification effort. 


Paul Revere will bring to Avco substantial insurance operations and interests in the specialty steel 
manufacturing, small loan, home improvement and savings and loan areas that will complement 
Avco’s present activities. Avco wil! provide the Paul Revere shareholders with an investment in an 
enterprise having interests in a broad range of commercial and government business activities. (See 
the respective “History and Business” headings for the two companies below. ) 


The exchange ratio on which the PRC Offer is based was approved by Avco and Paul Revere after 
lengthy consideration of various relevant factors, including the market prices of the respective common 
stocks of the two companies (see below), each company’s assets, earnings and prospects for future 
growth, and the business advantages which are expected to accrue to both as a result of the combina- 
tion. For detailed information as to the reported and pro forma earnings and cash dividends per share, 
see the heading “Certain Financial and Accounting Information” below. The First Boston Corpora- 
tion has reported to Avco in writing that in its opinion an exchange of Avco and Paul Revere shares 
on the proposed basis would be fair and in the best interests of Avco’s stockholders, and this opinion 
is attached as Appendix A to this Proxy Statement. 


Future Operations and Management 

If the PRC Offer becomes effective and Avco exchanges its stock for Paul Revere shares in accord- 
ance with its terms, Paul Revere will become an Avco subsidiary. It is not contemplated, however, 
that there will be any major change in the present organizational structure, general operating methods 
or (except as set forth below) management personnel of either Paul Revere or Avco. 


Upon the consummation of the exchange, Messrs. Orville F. Grahame, Francis A. Harrington, 
Frank L. Harrington, Frank L. Harrington, Jr., Robert D. Harrington and Edward R. Hodgkins, all 
of whom are presently directors of Paul Revere, are expected to be elected to the Board of Directors 
of Avco by the present members of such Board, to hold office for the same term as the present Avco 
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directors. In addition, it is expected that Robert D. Harrington will be elected Vice Chairman of 
Avco’s Board, Frank L. Harrington, Jr. will be elected a Vice President, Orville F. Grahame will be 
elected Vice President and General Counsel-Insurance, and John R. Gosnell will be elected Chairman 
of the Finance Committee, a new management committee of Avco to be formed from among the 
members of Avco’s Board of Directors. Each of these men has been a senior officer of either Paul 
Revere or its principal subsidiary, The Paul Revere Life Insurance Company, and, with the exception 
of Frank L. Harrington, Jr. who became a director in 1964, a director of Paul Revere for more than 
five years. Mr. Gosnell has been a director of Avco since December 11, 1964 and a member of Avco’s 
Executive Committee since July 30, 1965. 


Kendrick R. Wilson, Jr. will continue to be Chairman of the Board and Chief Executive Officer 
and James R. Kerr will continue to be President and Chief Operating Officer of Avco, and no change 
is expected to be made in the other officers of Avco. For further information with respect to Avco’s 
present management, see the heading “History and Business of Avco — Management” below. 


Information with respect to the amounts of the common Racks of Avco and Paul Revere bene- 
ficially owned by the Paul Revere officers and directors named above as of July 15, 1967, as well as 
the aggregate direct remuneration paid to them by Paul Revere and its subsidiaries in 1966 and the 
estimated annual retirement benefits payable to each upon retirement at age 65 (assuming no change in 
present rates of compensation) under the contributory Pension Plan of Paul Revere is set forth in the 
following table: 


Avco Paul Revere Remunera- Retirement 
shares(1) shares(1) (2) tion(3) benefits (3) (4) 

John-RY Gosnell, tee re RA os cus 48,379 268 $45,352 $34,920 
Oryille'F? Grahamemiee “ee re, Avice 100 4,124 50,167 22,381 
FrancisiA, Harringtonia eon ya oo 9,600 938,514 22,300 15,478 
Frank De iaminetont eee 111,941 96,325 76,000 34,269 
Frank Ee Harrmeton, rs eee eee ee 7,739 DM Cie 50,783 51,718 
Robert:DisHaninetong. tis elt aliens: 190,086 143,365 70,171 31,734 
Edward’ Re Hodgkins Meine: GE? | Iki cv 10.840 179,941 25500 17,610 


(1) These shares include a substantial number of shares owned by wives, minor children and trusts, as 
to which beneficial ownership by the named individuals has been disclaimed under applicable regulations. 


(2) An aggregate of 80,700 of these Paul Revere shares were acquired by the named individuals in 
April 1967 in exchange for an equal number of shares of The Paul Revere: Life Insurance Company, as 
approved by Paul Revere’s stockholders at their 1967 Annual Meeting. 

(3) Subsequent to December 31, 1966, the aggregate annual salaries payable to Messrs. Gosnell, 
Grahame, Frank L. Harrington, Jr. and Robert D. Harrington were increased to $75,000, $76,000, $76,000 
and $116,000, respectively. The respective estimated annual retirement benefits payable to such individuals as 
set forth above reflect such salary increases. 

(4) Payments are computed on an actuarial basis under the Pension Plan, which provides for fixed 
benefits in the event of retirement at a specified age. 


Paul Revere and its subsidiaries own approximately 36.5% of the outstanding common stock 
of Allied Innkeepers Limited of Ontario, Canada. In the ordinary course of business since 1965 and 
at rates competitive with those available in the open market, Avco’s subsidiary, Avco Delta Corpora- 
tion Canada Limited, has leased chattels and made secured loans to subsidiaries of Allied which operate 
motor inns in Canada, and such leases and loans have been guaranteed by Allied. An aggregate of 
$29,000 of interest (representing an annual interest rate of 11%) and $144,000 of lease rentals were 
paid by these subsidiaries to Avco Delta Canada during the fiscal year 1966, and the amounts outstand- 
ing under such leases and loans aggregated $1,420,000 at May 31, 1967. 


An employee group insurance plan which provides medical benefits and life insurance for employees 
of Aveo Delta Corporation Canada Limited and certain of its subsidiaries has been written through 
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The Paul Revere Life Insurance Company since 1955, and Paul Revere Life also provides credit life and 

-accident and health insurance coverage for borrowers from Avco Delta Canada and certain of its 
subsidiaries. The aggregate amounts of net premiums paid during 1966 for these two classes of insur- 
ance coverage were $149,000 and $860,000, respectively, representing rates competitive with those 
available on the open market. 


Comparative Market Prices 

The table below sets forth the high and low selling prices of Avco’s common stock on the New 
York Stock Exchange and the high and low bid and asked prices of Paul Revere’s common stock on 
the over-the-counter market for each calendar quarter commencing January 1, 1965: 


Paul Revere 


Avco Bid® Asked? 
High Low High Low High Low 
Ist Quarter! 965) gees 2638 21% 130 115 133 118 
2nd. quartersslOGom: apa 25 19 122 113 125 115 
ord equarter, e105). nme. 242 19% 116 99 119 102 
4th quarter, 1965 ...... 2738 21% 106 94 110 oy 
Ist quarter, 1966 ...... 29 235% 104 97 107 100 
2nd quarter, 1966 ...... 31% 23 ¥g 98 82 100 86 
orCaquatters| Ooo mere 27% 20% 88 69 91 73 
4th quarter, 1966 ...... 24% 20 87 70 92 73 
Ist quarter, 1967\...... 45 22% 165 76 170 80 
Znicequartery 1.00 (mean. 56% 40 182 147 186 150 
July 1, 1967 to Septem- 
ber (5.8190 jg... eee 6538 51% 220 180 235 186 


* As reported by The First Boston Corporation prior to June 1, 1966 and by The Wall Street Journal thereafter. 


The first public announcement of the exchange ratio applicable to the proposed exchange of shares 
pursuant to the PRC Offer was made on April 21, 1967. See the caption “Background Information” 
above for information regarding other recent developments involving Avco and Paul Revere. 


Dividends 
For information with respect to the dividends paid by Avco and Paul Revere on their common 
shares in recent years, see the heading “Certain Financial and Accounting Information” below. 


It is expected that the PRC Offer will become effective, assuming the conditions referred to above 
have been met, on a date subsequent to the record date for the dividend customarily paid by 
Avco on its common stock in late November. Accordingly, no Paul Revere stockholder will receive any 
dividends paid or to be paid by Avco during its 1967 fiscal year as a result of the exchange of shares 
pursuant to the PRC Offer. Provision has been made in the Exchange Agreement, however, to permit 
Paul Revere to declare and pay dividends aggregating 86¢ per share on its common stock between 
the date of such agreement and the effective date of the PRC Offer. 

Reference is made to the caption “Capital Stock — Dividend Restrictions, etc.” under the heading 
“History and Business of Avco” below for information as to certain limitations on the payment of 
dividends by Avco on its capital stock. 


PROPOSED OFFER TO AVCO SHAREHOLDERS 
Avco Offer 
If the PRC Offer becomes effective, Avco also proposes to make an offer (the “Avco Offer”) 


(i) to all holders of shares of its common stock (except as specified below) whereby they 
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may exchange one-half of such common stock at the time owned by them for shares of Avco’s new 
$3.20 preferred stock, receiving one such preferred share for each two common shares exchanged, 
and 


(ii) to all holders of shares of its $4.50 preferred stock whereby they may exchange such 
shares for shares of the common and $3.20 preferred stock of Avco, receiving the same number of 
shares of such common and preferred stock as they would be entitled to receive if such $4.50 
preferred stock were converted into common stock of Avco at its applicable conversion price of 
$28.20 per share and exchanged as specified in (i) above. 


For detailed information with respect to the common and $4.50 preferred stocks of Avco, and the 
proposed $3.20 preferred stock, see the heading “History and Business of Avco — Capital Stock” 
below. 


The Avco Offer will be made only to stockholders of record as of a date shortly prior to the 
effective date of the PRC Offer. (See the heading “Proposed Offer to Paul Revere Shareholders — 
Conditions; Effectiveness of Offer” above.) Accordingly, Paul Revere stockholders receiving common 
shares of Avco pursuant to the PRC Offer will not be entitled to submit such shares for exchange 
pursuant to the Avco Offer. Since the Avco Offer will be limited to a specific record date, no separate 
rights or warrants to acquire preferred shares will be issued pursuant to this offer, and only an even 
number of common shares of Avco (up to the maximum of one-half of such shares owned) may be 
tendered for exchange by each stockholder. 


Based upon the number of shares of Avco’s common and $4.50 preferred stock outstanding on 
May 31, 1967, plus the 160,832 common shares reserved for issuance as of that date which could be 
issued prior to the anticipated date of the Avco Offer pursuant to outstanding Avco commitments, and 
assuming that all such shares which may be tendered in response to the Avco Offer are so tendered, an 
aggregate of approximately 3,602,353 shares of $3.20 preferred stock and 62,057 common shares would 
be issued pursuant to such offer, and approximately 7,204,708 common shares (including such 62,057 
shares but excluding common shares issued pursuant to the PRC Offer) would remain outstanding 
following the offer. (See the debt and capitalization table appearing under the heading “Certain 
Financial and Accounting Information” below). 


Paul Revere has informed Avco that it intends to accept the Avco Offer, if made, and to tender 
one-half of the shares of Avco’s common stock which it presently owns in response to such offer. If the 
PRC Offer becomes effective, however, the Avco shares subsequently owned by Paul Revere will, under 
applicable provisions of Delaware law, neither be entitled to vote nor be counted for quorum purposes. 


Conditions; Payment of Expenses 

It is anticipated that the only condition to which the making of the Avco Offer will be subject is 
that the exchange of Avco shares for shares of Paul Revere pursuant to the PRC Offer must become 
effective in accordance with its terms. All expenses of the Avco Offer will be paid by Avco, other 
than any stock transfer taxes due upon the issuance of $3.20 preferred shares in names other than the 
names of the registered holders of the common shares tendered for exchange. 


Background 

During the negotiations with respect to the proposed combination of Avco and Paul Revere 
described above and at a time when it was apparent that the terms of such exchange would involve 
the issuance of a large amount of senior securities, the management of Avco concluded that Avco’s 
existing shareholders should be permitted to participate in the new class of preferred stock. Accord- 
ingly, provision was included in the Exchange Agreement for such participation on the basis outlined 
above, which is roughly equivalent to the basis on which the Paul Revere stockholders will be entitled 
to participate in the $3.20 preferred stock. 


PROPOSED AMENDMENTS OF AVCO’S CHARTER 
‘Increase of Capitalization 


Avco’s Certificate of Incorporation presently provides for an authorized capitalization of 20,000,000 
shares of common stock and 200,000 shares of preferred stock. As indicated in the debt and capitaliza- 
tion table appearing under the heading “Certain Financial and Accounting Information” below, 
14,124,469 common shares and 35,000 preferred shares of Avco were outstanding as of May 31, 1967, 
and an additional 401,738 common shares were reserved for various purposes as of that date. This 
left a total of only 5,473,793 common shares and 165,000 preferred shares available for future issuance 
by Avco. 


If the PRC Offer becomes effective, Avco will be required, as mentioned above, to issue a maxi- 
mum of approximately 4,779,977 additional shares of common stock and 2,655,543 shares of preferred 
stock pursuant to such offer. The issuance of these preferred shares, which will by their terms be 
convertible at any time into twice the number of common shares, will require Avco to have available 
for issuance in the future another 5,311,086 shares of common stock, making a total of 10,091,063 
common shares required for the PRC Offer. In addition, as mentioned above, the Avco Offer, if 
accepted by all those holding common and $4.50 preferred shares as of May 31, 1967, and all those 
who could hold common shares issued after that date and prior to the anticipated date of the Avco 
Offer, would require Avco to issue another 3,602,353 shares of preferred stock, making a total of 
6,257,896 preferred shares required for both offers. These totals substantially exceed the respective 
amounts of common and preferred shares presently authorized by Avco’s charter. 


After careful consideration of the foregoing facts, Avco’s management has concluded that its 
capitalization should be increased by the maximum amounts of common and preferred shares needed 
for the two exchanges, rounded to the nearest 1,000 shares. Accordingly, the Board of Directors 
has adopted a resolution authorizing the management, subject to the approval of Avco’s stockholders 
at the special meeting, to file an amendment to Avco’s Certificate of Incorporation with the Secretary 
of State of Delaware increasing the authorized number of its common shares from 20,000,000 to 
30,091,000 and the authorized number of its preferred shares from 200,000 to 6,458,000. These in- 
creases will be used only if the PRC Offer becomes effective. 


This new capitalization would, after consummation of the exchanges of shares contemplated by the 
PRC Offer and the Avco Offer, leave available for issuance in the future for other purposes approxi- 
mately the same number of common and preferred shares as are presently available for such purposes 
(assuming conversion of the $4.50 preferred shares) plus any shares not issued pursuant to such offers. 
In addition, substantial amounts of Avco’s common and preferred shares will be held by Paul Revere 
following the two offers, as disclosed in the notes to the debt and capitalization table appearing under 
the heading “Certain Financial and Accounting Information” below, and will be available for use, 
subject to any restrictions on the disposition of such shares contained in the agreement refinancing 
the Paul Revere bank loan referred to in Note 9 to its consolidated financial statements. Although 
there are no present plans or arrangements to issue any additional shares of common or pre- 
ferred stock except pursuant to these offers, and no discussions or negotiations for any such issuance 
are currently taking place, the Board and management of Avco feel strongly that Avco should con- 
tinue to have ample latitude to enter into future agreements deemed advantageous to the corporation 
which might require the issuance of additional shares of its capital stock. 


Prior to any issuance of additional shares, Avco would, of course, solicit approval of the 
transaction from its stockholders as and to the extent such approval is required by applicable law 
or federal regulation or by the terms of any other commitment of Avco. Included among such 
requirements is the New York Stock Exchange policy that stockholder approval is a prerequisite to 
listing additional securities to be issued in connection with any transaction which could result 
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in an increase in the number of outstanding common shares approximating 20% or more, or in 
connection with the granting of employee stock options under a new or extended stock option plan 
covering shares in excess of the number theretofore authorized for such purpose. 


Preferred Voting Rights 


All preferred stock of Avco has voting rights of one vote per share, but Avco’s charter presently 
provides that the holders of its preferred shares have the right to elect two directors in the event 
that dividends on such preferred stock are in arrears in a specified amount and that this special voting 
right by class is in lieu of the normal voting rights held by the preferred shares. (See the heading 
“History and Business of Avco — Capital Stock” below. ) 


This latter provision is not of material importance when the preferred stock authorized by 
the charter represents only a small portion of the total capitalization of the company. If, however, 
Avco’s capitalization is increased as proposed above, the provision might in certain circumstances work 
to the disadvantage of the preferred stockholders. Accordingly, Avco’s Board of Directors has approved, 
subject to the approval of the stockholders at the special meeting, an amendment to its Certificate of 
Incorporation which would specifically provide that the special voting right granted to preferred 
stockholders in the event of dividend arrearages shall be “in addition to and not in lieu of” their 
normal voting rights. 


MANAGEMENT RECOMMENDATIONS 


Since the Avco Offer is dependent upon the effectiveness of the PRC Offer, and since neither 
offer may be consummated in the absence of the charter amendment increasing Avco’s capitalization 
as outlined above, and since the proposed voting right amendment is closely related to the capitaliza- 
tion amendment, all of the matters discussed in the preceding sections of this Proxy Statement are 
being presented as a single proposal to the stockholders at the Special Meeting of Stockholders. The 
management of Avco firmly believes that the proposed exchange of shares pursuant to the PRC 
Offer is in Avco’s best interests, and it strongly recommends that the stockholders approve such 
exchange, together with the related Avco Offer and charter amendments, at the special meeting. Refer- 
ence is also made to the favorable recommendation of The First Boston Corporation set forth in 
Appendix A to this Proxy Statement. 


In this connection, it is the intention of the persons named in the proxy accompanying this Proxy 
Statement, unless specifically instructed to the contrary as indicated therein, to vote all proxies 
received by them in connection with the Special Meeting of Stockholders FOR the proposed exchanges 
of shares pursuant to the PRC Offer and the Avco Offer and the related charter amendments described 
above. There are no appraisal or equivalent dissenting rights available to Avco’s stockholders with 
respect to these matters. 


As mentioned above, the approval of these matters will be decided by the affirmative vote of the 
holders of two-thirds of Avco’s outstanding common and $4.50 preferred shares. Avco has been 
informed by Paul Revere that the common shares of Avco presently owned by it will be voted in favor 
of the proposal being presented to the special meeting. 


CERTAIN FINANCIAL AND ACCOUNTING INFORMATION 


Debt and Capitalization of Avco and Paul Revere 


The following table sets forth the long term debt and capitalization of Avco and its consolidated 
subsidiaries as of May 31, 1967 (the debt of Avco Delta Corporation and its subsidiaries being sepa- 
rately shown), the long term debt and capitalization of Paul Revere and its subsidiaries as of June 30, 
1967, and the pro forma combined long term debt and capitalization: 


The 
Avco Paul Revere 
Corporation Corporation Pro forma 


(Stated in thousands of dollars) 
Long term debt 


Avco Corporation: 
Notes payable under revolving credit 


agreement with banks (a) ........... $ 75,000 $ 75,000 

47% notes due in annual installments of 
$2,500,000 until October 1,1985 ...... 50,000 50,000 

5% convertible subordinated debentures 
maturing February 1, 1979 »...2..... 1,573 1,573 

Miscellaneous (interest rates to 6% and 
Maturities COMLULO nN eens ae 804 804 
127i 127300 
Less current pOrtulOl ge, ee: 2,766 2,766 
$124,611 124,611 

Avco Delta Corporation (b): 
Senior notes (5%-634%) .............. $148,914 147,914(c) 
Senior subordinated notes (51%4%-642%) 31,637 31,237(c) 
Junior subordinated notes (558%-634% ) 17,252 175252 
512% sinking fund debentures ......... 136 136 
197,939 196,539 
ess current poruone...3. a 6,578 6,403 
$191,361 190,136 
The Paul Revere Corporation*: 

Notes payable to banks (d) .......... $65,000 65,000 
Promissory notes (534%-6%) ......... 14,000 14,000 
Senior notes (558%-644%) ............ 3,650 3,650 
Senior subordinated notes (614%-612%) 330 930 
Junior subordinated notes (642%-7%) .. 400 400 
658% subordinated capital notes ....... 500 500 
MiscellanicOus ie eta fatter 455 455 
84,935 84,935 
Less current, portion’... 3....4...- 9,315 9,315 
$75,620 75,620 
SLOT) pac ks idee. dae cite’ $390,367 


The 


Avco Paul Revere 
Corporation Corporation Pro forma 
(Stated in shares ) 


Capital stock 
Avco Corporation: 
Preferred stock (without par value) — 
Authorized: 200,000 (e) 
Issued: $4.50 cumulative convertible 
($100 liquidating value) ........ 35,000 — (f) 


$3.20 cumulative converti- 
ble ($6 stated value and $40 liqui- 
dating*value)” san. een — 5,214,563 (g) (h) 
Common stock ($3 par value) — 
Authorized: 20,000,000 (i) 
Issed* (jane eee ae ee 14,124,469(k) 9,898,019(g) (1) (m) 
The Paul Revere Corporation: 


Common stock ($5 par value) — 
Authorized: 2,655,543 
Issued sera ee eee of reer 2,655,543 — (g) 


(a) This agreement provides a revolving line of credit of $100,000,000 until April 15, 1970 at the prime rate 
of interest. 


(b) For a description of Avco Delta’s long term debt, see Note 3 to its consolidated financial statements. 

(c) Eliminates $1,000,000 principal amount of senior notes and $400,000 principal amount of senior subordinated 
notes held by Avco. 

(d) Reference is made to Note 9 to Paul Revere’s consolidated financial statements. 

(e) To be increased to 6,458,000 shares, subject to stockholder approval. 

(f) Assumes all $4.50 preferred stock is submitted for exchange. 

(g) Assumes all Paul Revere common shares and the maximum number of Avco common and $4.50 preferred 
shares are submitted for exchange. 

(h) Eliminates 1,003,125 preferred shares to be received by Paul Revere, which will be a subsidiary of Avco. 

(i) To be increased to 30,091,000 shares, subject to stockholder approval. 

(j) Eliminates 100 treasury shares. 


(k) An additional 401,738 shares were reserved for various purposes as described in Note 5 to Avco’s consolidated 
financial statements. As mentioned under the heading “Proposed Amendments of Avco’s Charter” above, 160,832 of 
these reserved shares could be issued prior to the anticipated date of the Avco Offer. If such shares were so issued 
and the holders thereof accepted the Avco Offer, an additional 80,416 common shares and 40,208 $3.20 preferred 
shares would be outstanding on a pro forma basis. 


(1) Eliminates 2,006,250 common shares to be held by Paul Revere, which will be a subsidiary of Avco. 
(m) An additional 10,706,751 shares would be reserved as described above under the heading “Proposed Amend- 
ments of Avco’s Charter”. 


*Subsequent to June 30, 1967, Peoples National Fund, Inc. became a wholly-owned subsidiary of Paul Revere. 
(See Note 4 to Paul Revere’s consolidated financial statements.) As of that date, the long term debt of Peoples was 


as follows: 


SEniOuenOtesm (G7o=1-/4\70)) manne ait Senn Renna Renan $13,275,000 
Senior subordinated notes (6% %-74%4%) ............ 4,215,000 
Junior subordinated notes (634%-7%) ............. 1,485,000 
18,975,000 

Wessecurrent portion! Gs.4an 4. Meee tire l cite suiretes 220,000 
$18,755,000 


Consolidated Earnings of Avco(a) 


The following statement of consolidated earnings of Avco Corporation for the five years ended November 30, 
1966 has been examined by Arthur Young & Company, certified public accountants, whose report with respect 
thereto appears elsewhere herein. The information for the six months ended May 31, 1966 and May 31, 1967 
is unaudited but includes all adjustments (consisting only of normal recurring accruals) which Avco considers 
necessary for a fair presentation of the results for these periods. This statement should be read in conjunction 
with the other consolidated financial statements of Avco and of Avco Delta Corporation included elsewhere 
herein. Results for interim periods are not necessarily indicative of results for the entire year. 


Net sales(b) 


Equity in consolidated net earnings of Avco 
Delta Corporation(a) 


‘a fe) Terie 0 fe) ‘el Ble! aleiie) si el aleiich ois) ie! siisttelie. 6 


Other income 


site; 4) 0, 1s) 6) 1) 10110) @) 0 191 e010) 6)1@ B) 16 is! fej28\ 6! (a 


Costs and expenses: 
Costtofisalesate iit dene ee 
Selling and administrative(c) 


Depreciation 


cy 


Interest on long term debt, including re- 
volving credit 


Other interest 


Earnings before income taxes and non-re- 
curring income 


Income taxes: 
U. S. federal(d) 


Canadian federal and provincial ........ 


Earnings before non-recurring income .... 


Profit on sale of a television broadcasting 
property, less applicable U. S. federal in- 
come tax of $447,000 


Net earnings 


Per share of common stock: 
Net earnings(e) (f) 
Dividends(g) 


1962 


$414,280 


——___— 


332,629 
34,687 
6,932 


Year ended November 30, 
1963 1964 1965 1966 
(Stated in thousands of dollars) 

$514,132 $431,076 $443,195 $604,219 
3,561 4,901 
555 975 1,905 674 
514,687 432,051 448 661 609,794 
419,875 336,712 351,854 484,206 
40,298 43,596 42,623 52,808 
6,507 6,234 7,042 8,808 
1,069 894 2,411 5,955 
145 70 398 1,003 
467,894 387,506 404,328 552,780 


—— 


— 


$ 22,433 $ 22,645 $ 24433 $ 32,014 
$2.00 $2.05 $1.78 $2.30 
.80 1.00 1.00 1.05 
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Six months ended 


May 31, 
(unaudited ) 

1966 1967 
$265,915 $327,071 
2,826 3,484 
193 218 
268,934 330,773 
210,376 267,958 
23,116 26,113 
4,482 5,044 
2,423 3,800 
293 1,321 
240,690 304,236 
28,244 26,537 
12,320 11,003 
191 47 
12,511 11,050 
iss 7hcoi8: 15,487 
$ 15,733 $ 15,487 

$1.14 $1.10 

.50 .60 


Notes to statement of consolidated earnings: 


(a) For information concerning Avco’s investment in Avco Delta Corporation, see Note 1 to Avco’s consolidated financial 
statements. 


(b) A substantial portion of Avco’s 1966 and 1967 sales is subject to renegotiation (prior years having been cleared) by the 
Government, but Avco does not anticipate that any refund will be required. (See the heading “History and Business of Avco — 
Sales and Backlog; Renegotiation” appearing elsewhere herein. ) 


(c) Under the plan (amended during 1965) approved by Avco stockholders, there is payable as incentive compensation 10% 
of the amount by which consolidated earnings (as defined) exceed 8% of consolidated capital (as defined), both as determined by 
Avco’s independent auditors. Incentive compensation available with respect to each of the above periods (included in selling 
and administrative expenses) was as follows: 1962, $2,838,000; 1963, $3,683,000; 1964, $3,358,000; 1965, $3,450,000; 1966, 
$4,916,000; six months 1966, $2,414,000; and six months 1967, $2,248,000. 


(d) The investment tax credit, which is not material in amount, is being applied as a reduction of the provision for U. S. 
federal income tax. 


(e) Profit on sale of a television broadcasting property less applicable U. S. federal income tax included in 1962 net earnings 
amounted to $.11 per share. 


(f) Earnings per common share are based on the average number of common shares outstanding during the respective periods 
and after deducting preferred stock dividends of $39,000 in 1965, $158,000 in 1966, and $79,000 in each of the six month periods. 


(g) For restrictions on payment of cash dividends, see the heading “Capital Stock — Dividend Restrictions, etc.” appearing 
elsewhere herein. 


The decline in net sales for 1964, as contrasted with the net sales for 1963, resulted principally from comple- 
tion in early 1964 of a major government contract. 
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Consolidated Income of Paul Revere(a) 


The following statement of consolidated income of The Paul Revere Corporation for the two years ended 
December 31, 1966 has been examined by Arthur Young & Company, certified public accountants, whose report 
with respect thereto appears elsewhere hotein The information for the three years ended December 31, 1964 
and for the six months ended June 30, 1966 and June 30, 1967 is unaudited but includes all adjustments (consisting 
only of normal recurring accruals) which Paul Revere considers necessary for a fair presentation of the results 
for these periods. This statement should be read in conjunction with the other financial statements of Paul 
Revere and of The Paul Revere Life Insurance Company appearing elsewhere herein. Results for interim periods 
are not necessarily indicative of results for the entire year. 


Investments and insurance businesses: 
Interest and dividend income (including $1,200,000 
received from Avco Corporation in 1967)(b) .. 
Expenses: 
Interest 


ele! abfeptel © (elie) tal ole te) <Meyele (loeic lets sivels!s ere plejeletels 


al oRetnihe: ciehieiss oie Naile <0! of erste ©) (ei 


Net income of health insurance business (c) .... 
Equity in earnings of Paul Revere Life (a): 
Before capital gains 
Net realized capital gains (losses) 
Net realized capital gains of Paul Revere less 
applicable income taxes, other than extraordinary 
gain shown below (d) 
Income from investments and imsurance 
businesses 
Finance and savings and loan subsidiaries: 
Interest, discounts and service charges 


Expenses: 
Interest and debt expense 
Other operating expenses 
U. S. federal and Canadian income tax 

Total expenses 

Income (loss) of finance and savings and 

loan subsidiaries 
Manufacturing subsidiary (a): 

Net sales 

Costs and expenses: 

Cost ofieales 02 satelite tats tee eet ae 
Selling and administrative 
Interest 


Minority interest 
Total costs and expenses 

Income of manufacturing subsidiary 

Income before extraordinary capital gain 


Extraordinary capital gain, less income taxes of 
$7,363,000, on disposition of marketable securities 
in connection with purchase of common shares of 
Avco Corporation (b) 

Net income (a) 


Per share of common stock: 
Income before extraordinary capital gain 
Extraordinary capital gain (b))................. 
Net income (e) 
Dividends 


©))6) @ebejéi (ele) [6 (e166) 6L6 6,0) (s).s a © siumelie 


© 16) 6 o/s, 8) pimile ev ee ©) 8010) @ 8 «(9 (0 (e 6) 6) 616110 


Year ended December 31, 


(unaudited ) 
1962 1963 1964 1965 1966 
(Stated in thousands of dollars) 

$2087 “FS 235114) 9 $> 2147 $ 2,145 $ 2,055 
83 93 319 289 530 
3: 80 165 195 316 
256 173 484 484 846 
1,831 1,941 1,657 1,661 1,209 
1,559 1,353 1,974 1,842 1,743 
5,483 5,387 5,800 6,917 8,561 
629 (448) 2,796 4,534 3,382 
826 1,000 5,779 4,151 3,240 
10,328 9,233 18,006 19,105 18,135 
leg22 2,265 6,934 8,508 10,798 
1,000 i Saal 3,929 4,855 5,763 
790 872 1,543 1,516 2,827 
5 106 582 734 658 


(73) 16 880 1,403 1,550 
17,855 39,014 

16,056 33,083 

619 2,143 

315 992 

400 1,230 

192 623 

17,582 38,071 

273 943 

10,255 9,249 18,886 20,781 20,628 
$10,255 $9,249 $18,886 $20,781 $20,628 
$3.86 $3.48 $7.11 $7.83 $7.77 


Six months ended 


June 30, 
(unaudited ) 

1966 1967 
$1,105 $ 1,430 
242 1,502 
148 386 
390 1,888 
715 (458) 

931 = 
4,044 4,915 
3,341 6,559 
3,299 78 
12,330 11,094 
4,420 6,174 
2,593 3,272 
613 2,041 
348 226 
3,554 5,539 
866 635 
19,921 17,820 
16,904 15,456 
1,023 1,252 
521 472. 
648 280 

341 ~ 
19,437 17,460 
484 360 
13,680 12,089 
— 20,439 
$13,680 $32,528 
$5.15 $ 4.55 
oo 7.70 
$5.15 $12.25 
$ .86 $ .86 


Notes to statement of consolidated income: 


(a) For information as to the principles of consolidation, see Note 1 to Paul Revere’s consolidated financial statements. 
Operations of majority-owned subsidiaries acquired during the period have been included since the dates of acquisition. Paul 
Revere’s manufacturing subsidiary, acquired in July 1965, was merged into Paul Revere in May 1967 and is being operated as a 
division. (See Note 4 to Paul Revere’s consolidated financial statements.) Retroactive adjustment has been made to include net 
income applicable to additional shares of The Paul Revere Life Insurance Company acquired subsequent to December 31, 1966 
in a transaction accounted for as a pooling of interests. (See Note 3 to Paul Revere’s consolidated financial statements. ) 


(b) For information concerning the purchase of common shares of Avco, see Note 9 to Paul Revere’s consolidated financial 
statements. 


(c) For information concerning the health insurance business transferred to Paul Revere Life effective January 1, 1967, see 
Notes 3 and 7 to Paul Revere’s consolidated financial statements. 


(d) Federal taxes deducted from Paul Revere’s realized capital gains were as follows: 1962, $238,000; 1963, $252,000; 1964, 
$1,600,000; 1965, $1,230,000; 1966, $1,252,000; six months 1966, $1,129,000; and none in the six months 1967. 


(e) Net income per share for each period is based upon 2,655,543 shares outstanding, which amount includes 255,543 shares 
issued subsequent to December 31, 1966 in the pooling of interests mentioned in (a) above and gives effect to a four-for-three stock 
split in 1963. 


The decrease in income before extraordinary capital gain for the six months ended June 30, 1967, as contrasted 
with the corresponding 1966 period, resulted principally from the change in Paul Revere’s investment portfolio 
incident to its purchase of shares of Avco and the related borrowings. See Note 9 to Paul Revere’s consolidated 
financial statements. 
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Pro Forma Statement of Combined Earnings (a) 


The following statement represents the pro forma combination of the consolidated results of operations of 
Avco, Avco Delta and Paul Revere after giving effect to the proposed combination as a pooling of interests, assum- 
ing full acceptance of the PRC Offer and the Avco Offer. This statement, the compilation of which has been 
reviewed by Arthur Young & Company, certified public accountants, as set forth in their report appearing else- 
where herein, should be read in conjunction with the other financial statements included in this Proxy Statement. 


Six months 
Year ended November 30, ended May 31, 
1962 1963 1964 1965 1966 1966 1967 
(Stated in thousands of dollars ) 
Manufacturing operations: 
Nettsalésioeepere ttm, tiga. teste Seis tomers $416,209 $514,687 $432,051 $462,769 $643,815 $285,989 $345,070 
Costs and expenses: 
Costvofisales 4. (carht ater See ee eee 332,629 419,875 336,712 367,522 516,438 226,852 282,949 
Selling and administrative .................. 34,687 40,298 43,596 43,235 54,938 24,132 27,359 
Depreciation: F-o8) aehean e ech ene ea eicloeee 6,932 6,507 6,234 7,437 9,672 4,917 5,515 
Interest. Se OeE Aeon In ater Ray 1,371 1,214 964 3,316 8,122 3,578 4,841 
U. S. federal and Canadian income taxes ..... 20,550 24,360 21,900 20,300 26,230 13,159 11,330 
396,169 492,254 409,406 441,810 615,400 272,638 331,994 
Earnings of manufacturing operations ....... 20,040 22,433 22,645 20,959 28,415 13,351 13,076 
Insurance subsidiaries and investment operations: 
Equity in earnings of insurance subsidiaries, be- 
forercapital gains a(a mata ware arin eee eta 7,194 6,960 8,002 9,347 11,537 5,611 5,445 
Interest and dividend income ................. 2,087 2,114 2,141 2,145 2,055 1,105 230 


Net realized capital gains (including insurance 
subsidiaries), other than extraordinary gain 
shownsbelow... aaeeiet token oS ee. See woriy 1,455 552 8,575 8,685 6,622 6,640 6,637 


10,736 9,626 18,718 20,177 20,214 13,356 12,312 


Expenses: 
Interest See. SPE eee 5. See 83 93 319 289 530 242 1,502 
Other operating expenses ................... 173 80 165 195 316 148 386 
256 173 484 484 —s- 846 (ss—«i0C—~—“—té«i2*=“B'B 
Earnings of insurance subsidiaries and invest- 
Ment operallons ae eee eee 10,480 9,453 18,234 19,693 19,368 12,966 10,424 
Finance subsidiaries: anes 
Interest, discount and service charges .......... 14,701 23,221 35,738 48,825 66,626 31,307 39,350 
Expenses: 
Interest and debt expense .................. 5,023 7,935 iesssy/ 16,385 23,368 10,732 14,022 
Provision for losses on collection of receivables 1,761 2,148 3,675 eo 6,676 2,246 3,895 
Other operating expenses .................-. 5,824 9,178 12,958 17,705 25,497 11,913 15,154 
U. S. federal and Canadian income taxes ...... 837 1,984 3,129 4,487 5,830 3,104 3,263 
Preferred stock dividends paid by subsidiaries . . 153 210 409 475 396 216 140 
14,098 21,455 32,708 44,263 61,767 28,211 36,474 
Earnings of finance operations ............. 603 1,766 3,030 4,562 4,859 3,096 2,876 
Pro forma adjustment for interest expense, less ap- 
plicableétincomé: taxesi(b) gave... 02.5.5 cee vies (Sui 1) MGs 1) CS; 8G) mn (40 S119) (4003519) (2,016) (504) 


Combined earnings before extraordinary capital gain 27,402 29,931 40,033 41,183 48,611 27,397 25,872 
Extraordinary capital gain, less income taxes of 

$7,363,000, on disposition of marketable securities 

in connection with Paul Revere’s purchase of 


common shares of Avco Corporation ......... _ = — — _ — 20,439 
Pro forma combined net earnings ................ 27,402 29,931 40,033 41,183 48,611 27,397 46,311 
Dividend requirements on $3.20 preferred stock (b) 15,481 16,210 16,250 16,277 16,460 8,208 8,311 
Pro forma combined earnings applicable to common 

stock’ (b) ae Fee ee eee nie cokeiia $ 11,921 $ 13,721 $ 23,783 $ 24,906 $ 32,151 $ 19,189 $ 38,000 


Per share of common stock (b): 
With all $3.20 preferred outstanding (c): 


Before extraordinary capital gain .......... $1.30 $1.43 $2.47 $2.58 $3.30 $1.97 $1.78 

Extraordinary capital gain ................ — — — — — — 2.07 

INetwearningsiaaigh invade tea. ate ein cima sisters $1.30 $1.43 $2.47 $2.58 $3.30 $1.97 $3.85 
If all $3.20 preferred converted ............. $1.46 $1.52 $2.02 $2.08 $2.43 $1.37 $2,29* 


* Consists of $1.28 applicable to earnings before extraordinary capital gain and $1.01 of extraordinary capital gain. 
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Notes to pro forma statement of combined earnings: 

(a) Pro forma combined net earings include the net earnings of Avco, Avco Delta and Paul Revere; amounts included for 
Paul Revere in each period are for its fiscal period beginning in Avco’s fiscal year. All significant subsidiaries are consolidated except 
for insurance subsidiaries; equity: in earnings of these insurance subsidiaries is included in pro forma combined earnings. In 
accordance with the accounting treatment described in Note (d) to the pro forma statement of combined financial position (see 
below), amounts applicable to Avco Delta Corporation Canada Limited have been included above for all periods. 

Intercompany interest and dividends have been eliminated in the pro forma amounts and federal income taxes of insurance 
subsidiaries of Avco Delta have been reclassified to conform to the treatment for such subsidiaries described above. 

(b) Pro forma earnings per common share are based on the average number of common shares outstanding during each period 
after giving retroactive effect to the issuance of the maximum number of common and $3.20 preferred shares of Avco on the same 
basis as provided in the PRC Offer and the Avco Offer described elsewhere herein. Pro forma earnings and average shares reflect, 
as of the beginning of 1962, an assumed borrowing of $134,820,000 at 534% (reduced in February 1967 by the proceeds from dispo- 
sition of marketable securities), the use of such borrowing to purchase 4,012,500 common shares of Avco at that date, the exchange 
of such acquired shares on the same basis as provided in the Avco Offer and the immediate retirement, for accounting purposes, of 
the shares acquired upon such exchange. The adjusted average number of outstanding common shares used in the computation 
of pro forma earnings per share for each of the above periods is as follows: 1962, 9,144,839; 1963, 9,600,060; 1964, 9,624,787; 
1965, 9,641,774; 1966, 9,756,229; six months 1966, 9,728,687; and six months 1967, 9,857,938. 

(c) Under accounting concepts presently being developed for reporting earnings per share, convertible preferred securities may 
be considered the equivalent of common stock (i.e. residual securities) based generally on the relationship between the market 
value of the common shares into which each preferred share is convertible and the assumed market price of a share of a similar 
hypothetical nonconvertible preferred stock. It cannot be determined at this time whether the $3.20 convertible preferred stock 
will at some time in the future be treated as a residual security. If it were so treated at this time, earnings per share reported for 
the common stock would be materially less than the pro forma per share figures shown. 


Reported and Pro Forma Earnings and Cash Dividends 
The following table compares the reported earnings and cash dividends per common share of Avco and Paul 
Revere with the pro forma combined earnings and cash dividends applicable to the equivalent of each such 
share after giving effect to the exchanges of shares contemplated by the PRC Offer and the Avco Offer and the 
related retirement for accounting purposes of the Avco stock held by Paul Revere. 
Six months ended May 31, 
1966 1967 


Earnings 
before 
Year ended November 30, extraordinary 
capital Net 
1962 1963 1964 1965 1966 gain earnings 


Earnings — 
Avco stockholder*: 
Avco’s reported earnings per common share 
(page! 1O;eubative oR rea REN NeueRntNS | $1.83 $2.00 $2.05 $1.78 $230 $114 $110 $1.10 
Pro forma combined earnings applicable to 


equivalent preferred and common shares 
ESTE OO Ce ae 145 Bist 2.04 2.09 245 139 1.29 2.33 


Paul Revere stockholder: 
Paul Revere’s reported earnings per common 
shareapaceel4) Meee . Ape. fete. eee $3.86 $3.48 $7.11 $7.83 $7.77 $5.15 $4.55 $12.25 
Pro forma combined earnings applicable to 


equivalent Avco preferred and common shares 
(1B) CC) erases 0 os ROS oa _. 5.54 5.77 7.65 7.84 9.14 5.15 481 8.54 


Cash Dividends — 
Avco stockholder*: 
Avco’s actual dividends per common share 


$ 67% $ .80 $1.00 $1.00 $1.05 $ .50 


(Page 12) 20.35. deo ime e scan ol aoa $ .60 
Pro forma dividends applicable to equivalent 
preferred and common shares (d) ........ 1.14 1.20 1.30 1.30 1.33 65 70 
Paul Revere Seger: i 
Paul R ’s actu ividends per common 
pares vibeded i4) Me el ec, Suk, xcs $1.35 $1.43 $1.52 $1.60 $1.72 $ .86 $ .86 
ivi licable t ivalent 
Pro forma dividends applicable to equivale he ae oon see 3. pis 


Avco preferred and common shares (e) .... 4,42, 
® Pro forma eamings and cash dividends applicable to each share of Avco’s $4.50 preferred stock are equivalent to those 


applicable to .886 share of $3.20 preferred plus 1.77 shares of common received. 
(a) Represents dividend on .25 share of $3.20 preferred received plus earnings applicable to .5 share of common retained. 
(b) Represents dividend on one share of $3.20 preferred plus earnings applicable to 1.8 shares of Avco common received. 
(c) Conversion of all of the $3.20 preferred would not have a material effect on the amounts shown for pro forma equivalent 
earnings. 
(d ) Represents dividend on .25 share of $3.20 preferred received plus dividend applicable to .5 share of common retained. 
(e) Represents dividend on one share of $3.20 preferred plus dividend applicable to 1.8 shares of Avco common received. 
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Pro Forma Statement of Combined Financial Position (a) 


The following statement represents the pro forma combination as of May 31, 1967 of the consolidated financial 
positions of Avco, Avco Delta and Paul Revere after giving effect to the proposed combination as a pooling of 
interests, assuming full acceptance of the PRC Offer and the Avco Offer. This statement, the compilation of which 
has been reviewed by Arthur Young & Company, certified public accountants, as set forth in their report appear- 
ing elsewhere herein, should be read in conjunction with the other financial statements included in this Proxy 
Statement. 


ASSETS 
The 
Avco Avco Delta Paul Revere Pro forma 
Corporation Corporation Corporation Adjustments combined 
(Stated in thousands of dollars ) 
Current assets 
Cashin Se elas. ite Saas ae ke eee $ 41,679 $ 20,741 $ 5,612 $ 68,032 
Marketable securities, at cost (approximate market) . 2,098 2,194 14,341 $ (370) (b) 18,263 
Receivables: 
Finance subsidiaries (including amounts due 
after one year): 
Retaileinstallmentanen einen 251,834 15,364 267,198 
Loans. ot tatnredten. aceotetumtwa Aero 196,374 119,476 315,850 
Other#2, A2Re SRR, Ft Eee 42,459 314 42,773 
490,667 135,154 625,821 
Unearned discount and service charges ; 
and allowance for losses .......... (66,157) (2,561) (68,718) 
424,510 132,593 557,103 
UPS. governments. wamicnn cul apenas 59,149 59,149 
Others re ete dee Sw cit Alege 53,515 3,038 (3,136) (b) 53,417 
Net receivables..... ......00.sauee 112,664 424,510 135,631 (3,136) 669,669 
Inventories: 
U. S. government contracts and subcontracts (less 
progress payments of $74,784,000) ........ 93,962 93,962 
Civillan oh eee nia ee eo eee 64,885 6,628 71,513 
158,847 6,628 165,475 
Other current asset8 ei pac. ited: wade coe « 3,381 3,381 
Total current assets @.0....5.. 3 nthe 315,288 450,826 162,212 (3,506) 924,820 
Property, plant and equipment, at cost: 
Band: aspartate, See re, e.g, 3,132 871 1,540 5,043 
Plant ‘and’equipment 4... 0.5 40... ee...) eee 162,530 3,664 22,165 188,359 
165,662 4,035 23,705 193,402 
Accumulated depreciation ................00. (81,963) (1,492) (7,431) (90,886 ) 
83,699 2,543 16,274 102,516 
Excess of cost of investments in subsidiaries over acquired 

equity in net assets, being carried without amortiza- 

Hon din cocina. anata eee tias ie SSS os 20,227 55,388 9,583 (41,564) (d) 43,634 
Investment in Avco Delta Corporation ................ 109,705 (109,705) (b) — 
Investment in Avco Corporation ...........eseseeees 135,315 (185,315) (c3) —_ 
Investment in insurance subsidiaries (a) ..............., 6,989 109,966 116,955 
Other assete cca lec eis da vies Gate cue «ieee 13,241 1,212 7,947 (1,400) (b) 21,000 

comreeeeinreemeannreneen eatin eS a neeeny ey 
$542,160 $516,958 $441,297 $( 291,490) $1,208,925 
—_—_—_—_—_— [———__—} _— ——_____——} 


See accompanying notes. 
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LIABILITIES AND STOCKHOLDERS’ EQUITY 


Current liabilities 
Finance subsidiaries: 
Notes payable: 
Banks ee ke eee ere eS ee Snir, Senn 
(COMNMMELCIal SpADer ae Eerie wee ten tare 
Long term debt installments due within one 
yearvie sine 16. FON Serine? 
Savings deposits and dealers’ reserves and hold- 
ACK Siri Se gk ae ee a Sec 


Othersecommerciallipaper a.) ase cs. VAneet Sens 4 
U. S. federal and Canadian income taxes .......... 
Other current+liabilities "ene eee ee. 


Long term\debt™ ite. She ta, eves 1 SORE ae te 

Minority interests in subsidiaries 
Stockholders’ equity: 

Preferred stock (authorized, 200,000 shares; pro 

forma, 6,458,000 shares): 

$4.50 cumulative convertible (liquidation prefer- 

ence: $3,500,000; issued and outstanding, 

35,000 shares; DLO; OrmalenONne) eee 

$3.20 gomaulative convertible (liquidation prefer- 

ence: $208,582,000; issued and outstanding, 

none; pro forma, 5,214,563 shares) ......... 


Common stock: 


Avco: authorized, 20,000,000 shares (pro forma, 
30,091,000 shares ); issued and outstanding, 
14,124,469 shares (pro forma, 9,898,019 
shares) rip SHEE Ei ee, Greener erny . nite oe meee 


AV Col Deltau eryeeeine.: Takes Pes) Lees: 
PaulaReveregy see Se. ess 1, Se. 


IRGEALHMEIEATIINUS (6) 5 cats suecus (fax vasa fewamaspiea 0 one 


Costtotitreasury stock atie anc kant wie... Oe 
Total stockholders’ equity .......... 


e 
Avco Avco Delta Paul Revere Pro forma 


Corporation Corporation Corporation Adjustments combined 


(Stated in thousands of dollars ) 


$ 76,085 
97,734 
6,578 
21,552 
201,949 
$ 50,950 
13,765 2,205 
90,344 6,991 
155,059 211,145 
124,611 191,361 
A747 
3,500 
42,374 
33,850 
82,919 63,909 
133,700 11,946 
(3) 


262,490 109,705 
$542,160 $516,958 


See accompanying notes. 
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$ 5,495 $ 81,580 
$  (370)(b) 97,364 
5,070 (175) (b) 11,473 
105,161 (3,136)(b) 123,577 
115,726 (3,681) 313,994 
50,950 
5,821 21,791 
23,303 120,638 
144,850 (3,681) 507,373 
75,620 (1,225)(b) 390,367 
761 5,508 
(3,500) (c2) = 
15,933 (2) 
21 aia 31,287 
(6,019 it 3} 
14,340 
(21, bony 29,694 
(6, Ba 
(33,850) ie = 
13,978 (30, pereley a 
(68, 909 )(b) 
(2408 : 26,680 
(16,995 ite3 
(36,964) (a) 
(11,946 
206,788 (117,872 218,016 
(4,600 
3 aes 
220,066 (286,584) 305,677 


$441,297 $< 291,490) $1,208,925 


Notes to pro forma statement of combined financial position: 

(a) The pro forma statement of combined financial position includes the consolidated accounts of Avco and Avco 
Delta at May 31, 1967 and the consolidated accounts of Paul Revere at June 30, 1967. The basis at which the invest- 
ment in nonconsolidated insurance subsidiaries is stated is set forth in Note 1 to the consolidated financial statements 
of Avco Delta and Notes 1 and 2 to the consolidated financial statements of Paul Revere. 

(b) Amounts applicable to intercompany transactions have been eliminated in the above combination. 

(c) Pro forma stockholders’ equity gives effect as of May 31, 1967 to the proposed pooling of interests as follows, 
assuming the issuance of the maximum number of Avco preferred and common shares pursuant to the PRC Offer and the 
Avco Offer: 

(1) issuance pursuant to the PRC Offer of 2,655,543 shares of Avco’s $3.20 preferred stock stated at $6 
per share (convertible into 5,311,086 Avco common shares) plus 4,779,977 shares of Avco’s common stock at par 
value of $3 per share in exchange for 2,655,543 shares of Paul Revere’s common stock at par value of $5 per share, 

(2) issuance pursuant to the Avco Offer of 3,562,145 shares of Avco’s $3.20 preferred stock stated at $6 
per share (convertible into 7,124,290 Avco common shares) plus 62,057 shares of Avco’s common stock at par 
value of $3 per share in exchange for 7,062,234 shares of Avco’s common stock and 35,000 shares of Avco’s $4.50 
preferred stock, 

(3) charges to the accounts for $3.20 preferred stock, common stock, additional paid-in capital and retained 
earnings of $6,019,000, $6,019,000, $5,408,000 and $117,872,000, respectively, to retire, for accounting purposes, 
the Avco capital stock which will be held by the combined companies, 

(4) inclusion of Paul Revere’s earned surplus in combined retained earnings, and 

(5) charge of $16,995,000 to additional paid-in capital representing the excess of the aggregate of the stated 
and par values of the Avco stock to be issued over the aggregate par value of the outstanding Paul Revere common 
stock. 

(d) Pro forma stockholders’ equity also reflects a reduction in the amount at which the capital contribution of 
shares of Delta Acceptance Corporation Limited (now Avco Delta Corporation Canada Limited) to Avco’s wholly- 
owned finance subsidiary, Avco Delta Corporation, is stated. After such reduction, the capital contribution is stated 
at the amount of the net assets of Delta acquired. The contribution was previously stated at the market value of the 
Avco shares exchanged for Delta shares. Such reduction will be made only if the proposed combination of Avco and 
Paul Revere is consummated, since the fact that, immediately prior to the acquisition by Avco of the shares of Delta, 
certain officers and stockholders of Paul Revere were directors and substantial stockholders of Delta, is significant in 
the determination that such accounting adjustment is appropriate. 

(e) Liquidating value of Avco’s $3.20 preferred stock will exceed its stated value by approximately $177,295,000. 
In the opinion of Avco’s counsel, this excess will not impose any restriction on the payment of dividends from retained 
earnings. 


Actual and Pro Forma Book Values 

The following table shows the pro forma book value of net assets per common share of Avco and 
Paul Revere combined as of May 31, 1967, and compares the actual book values per common share of 
Avco and Paul Revere at May 31, 1967 and June 30, 1967, respectively, with the pro forma book 
values applicable to the equivalent of each such share, after giving effect to the exchanges contemplated 
by the PRC Offer and the Avco Offer and the related retirement for accounting purposes of the 


Avco stock held by Paul Revere. Booleans 
Pro forma — Avco and Paul Revere combined (a) ............. $ 9.81 
Avco common stockholder: 
Actuals 78 ftw eeret 000 to urawee Me... VRE, coca $18.34 
Pro forma book value applicable to equivalent preferred and 
common,sharess(ibyi(G)m. .. P59. coe ex Wenknt ee heen. 14.90 
Paul Revere common stockholder: 
ACUd Laihratee c(i ete MRIS... «hia eR ERE $82.87 
Pro forma book value applicable to equivalent Avco 
preferred and common shares (c)(d) .................. 57.66 


(a) After deduction of the $3.20 preferred shares at their liquidating value of $40 per share. 

(b) Represents liquidating value of .25 share of $3.20 preferred received plus book value applicable to .5 share of 
common retained. 

(c) Represents liquidating value of one share of $3.20 preferred plus book value applicable to 1.8 shares of Avco 
common received. 

(d) Conversion of all of the $3.20 preferred would not have a material effect on the amounts shown for pro forma 
equivalent book value. on 


HISTORY AND BUSINESS OF PAUL REVERE 


General 


The Paul Revere Corporation is a Massachusetts corporation which was organized on June 10, 
1895 as a fraternal accident and health association known as The Masonic Protective Association. 
After being reincorporated as a stock company on June 12, 1909, the company continued to write 
accident and health insurance for members of the Masonic fraternity only, although in recent years 
family groups could be included where the head of the family was a member of this fraternity. The 
name of the corporation was changed to The Massachusetts Protective Association, Incorporated in 
1922, and to its present name on January 1, 1967. 


Prior to January 1, 1967, Paul Revere was primarily engaged in the accident and health insurance 
business, specializing in the writing of individual non-cancellable accident and health insurance. 
All of its business was written on the latter basis starting in 1918, and Paul Revere was one of the 
top 14 companies from the standpoint of total non-cancellable and guaranteed renewable accident 
and health premiums in force as of December 31, 1966. 


On January 1, 1967, Paul Revere transferred its entire insurance business to its subsidiary, The 
Paul Revere Life Insurance Company, in exchange for 120,000 shares of the latter’s stock, and changed 
its business purposes from those of an insurance company to those of a general business corpora- 
tion. The corporation presently has one operating division, but does business primarily through 
subsidiaries and controlled corporations, as described below. Certain statistics relating to the insur- 
ance business formerly conducted by Paul Revere are included in tables appearing under the caption 
“The Paul Revere Life Insurance Company” below. 


Reference is made to the caption “Background Information” above for information with respect 
to a pending application filed by Paul Revere under the Investment Company Act of 1940, as amended. 


The Paul Revere Life Insurance Company 
Business 


The Paul Revere Life Insurance Company is a wholly-owned Massachusetts subsidiary of Paul 
Revere which has operated since 1930 in the fields of individual and group life and accident and health 
insurance. It offers a complete line of life (both ordinary and term), endowment and retirement 
income policies, as well as accident and health policies offering hospitalization, major medical and 
“loss of time” coverage. All of Paul Revere Life’s insurance business is written on a non-participating 
basis, although its group business is subject to experience rating whereby the policyholder may receive 
a refund of premium arising from his favorable experience. The individual accident and health policies 
are non-cancellable and guaranteed renewable and give the insured the right to continue his policy 
at the contracted premium to age 65 (60 for females). 


Paul Revere Life has its home office in Worcester, Massachusetts, and is licensed in all states of 
the United States, the District of Columbia, and in eight Canadian provinces. It is one of the largest 
writers of non-cancellable accident and health insurance in the United States, ranking among the top 
five companies in this field based on premiums in force as of December 31, 1966. On the basis of life 
insurance in force as of December 31, 1966, Paul Revere Life is among the top 5% in size of all 
United States life insurance companies, while it was fiftieth in terms of admitted assets on that date. 
As stated above, on January 1, 1967 Paul Revere Life acquired the insurance business formerly con- 
ducted by its parent company. 
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Growth 


The following table shows the growth of the insurance business conducted by Paul Revere Life 
(and, where indicated, Paul Revere) during the years 1962 through 1966 and for the first six months 
of 1967 in terms of admitted assets, life insurance written, life insurance in force, new annualized 
accident and health premiums, accident and health premiums in force and premiums received by class: 


Admitted assets at end of period: 
Paul Revere Life (b) 
Paul Revere 


ise) 0) (et to! fe) sire ts} ieive 


ni oy dapinlist'e! \e, te) (w/e Tels? lelriefrer tel felier te 


Life insurance written (c): 
Whole life 


Clo. 0 Oscruet) cd Jo cart’ Uso O Oun ty oO Oronord 


eee eee oe ee eer ee esos ee seee 


See w ee ees eve seve ve 


Life insurance in force at end of 


period (c): 
Whole. lifeaasnene eeneners. Lie 


Cn 


New annualized accident and health 


premiums: 
Individual: 

Paul Revere Life 

Paul Revere 
Group 


Gila) (eel ieNei je) Sie @) felone 


Ce Cen ACM IRCECC MOC) Cac Catyecntiacy (tec) 


Cis) ©) oe tea 10] e'@ 0: 0.0 © oe) 6 1010 


Accident and health premiums in 
force at end of period: 


Individual: 
Paul Revere Life 
Paul Revere 
Group 


Cue sd, ©. (9! Lie (6:6. 00] \6\\ 01 (010 el (se) 10 es) '6 6s 


Su/alya se),0. 6) 0) \8),eh/e) 6) elie ©) (@ (9 ellen 


Direct premiums received: 
Life insurance 


Individual (d) 
Group 


pce. CO. CRON CeOmr eC EORO Og LINGO 


Annuities 
Individual 
Group 


6.0 is) [sa 6) 6) @iiel.o ene) © ele e one 0 


ONORDs CMCMCINC INCU NIN. en Ye JC ICCC nc Ta} 


Year ended December 31, a muta 
1962 1963 1964 1965 1966 June 30, 1967(a) 
(Stated in thousands of dollars) 
$ 234,583 $ 259,805 $ 288,210 $ 329,468 $ 348,247 $ 385,818 
99,932 116,593 121,595 145,431 137,848 — 
$ 78,105 $ 91,497 $ 103,198 $ 107,110 $ 125,658 $ 75,564 
40,687 56,844 69,540 79,566 94,047 54,905 
90,468 102,239 137,239 119,785 183,095 2 
$ 209,260 $ 250,580 $ 309,977 $ 306,461 $ 402,800 is 
$ 543,191 $ 589,793 $ 645,434 $ 697,570 $ 764,231 $ 802,148 
168,295 189,444 215,949 248,561 279,644 302,504 
408,754 490,422 594,767 670,054 745,256 4 
$1,120,240 $1,269,659 $1,456,150 $1,616,185 $1,789,131 * 
$ 4974 $ 5,088 $ 5,366 $ 5392 $ 6,174 $ © 3,685 
1,158 1,066 1,069 947 870 — 
1,411 1,579 1,794 1,730 1,910 894 
$ 7,543 $ 7,733 $ 8229 $ 8069 $ 8,954 $ 4,579 
$ 26273 $ 26,998 $ 28287 $ 29950 $ 31,289 $ 43,648 
12,158 12,016 11,885 11,982 11,722 — 
10,619 12,089 14,038 15,267 15,103 = 
$ 49,050 $ 51,103 $ 54210 $ 57,208 $ 58,114 $e 


2,039 2,661 3,024 3,372 3,643 1,692 
18,072 19,947 21,564 23,152 24,666 12,969 
673 1,140 3,786 3,418 2,910 3,512 
2,384 2,420 2,999 3,246 2,531 1,381 
3,057 3,560 6,785 6,664 5,441 4,893 


Year ended December 31, Six months 


wa ot a Le a a se Md ak a a es ended 
1962 1963 1964 1965 1966 June 30, 1967(a) 
Accident and health (Stated in thousands of dollars ) 
Individual: 
Paul Revere Life ........... $ 24168 $ 25,613 $ 27,0086 $ 28282 $ 29,901 $ 21,566 
Paul Revere cen. ame ke 12,260 12,163 12,017 11,906 11,629 — 
GrouD F A Mehsctsoh< ce 8,564 9,786 11,153 12,794 13,099 6,722 
HOA, ce ae 44,992 47,562 —«50,176 52,082 54,629 28,288 
Total direct premiums received ... 66,121 71,069 78,525 82,798 84,736 46,150 
Plus reinsurance premiums assumed 1,963 Wh date! 2,579 2,692 2,992 = 
Less reinsurance premiums ceded. . (253) (325) (382) (199) (205) (71) 
Net premiums received .......... $67,831 $72,999 $80,722 $85,291 $87,523 = 


* Certain industry program figures, such as those for the federal employees group life program, are significant 
and are only available at year-end. 

(a) Includes assets and operations relating to the health insurance business transferred from Paul Revere to Paul 
Revere Life on January 1, 1967. 

(b) Before giving pro forma effect prior to 1967 to assets relating to the health insurance business transferred 
from Paul Revere to Paul Revere Life, as described in Note 3 to Paul Revere’s consolidated financial statements. 


(c) Reinsurance assumed has been included, and reinsurance ceded has not been deducted. Reinsurance ceded 
as of the end of each period was as follows: 1962, $21,965,000 (including $2,035,000 group); 1963, $25,740,000 
(including $2,013,000 group); 1964, $28,792,000 (including $2,860,000 group); 1965, $25,360,000 (including $1,006,000 
group); 1966, $27,625,000 (including $1,129,000 group); and 1967, $26,772,000 (including $1,147,000 group). 


(d) A breakdown between whole life and term is not readily available. 


Paul Revere Life is required by the insurance laws and regulations under which it operates to 
charge all expenses incurred in placing new business on the books to current earnings when they are 
incurred, while the income produced by such expenses is distributed over the entire term of the 
policy’s life. The effect of this required accounting treatment, together with the requirements as 
to reserves outlined below, is to reduce underwriting profits during periods of increasing premium 
volume and to increase such profits during periods of decreasing premium volume. 


Analysis of Life Insurance Written 
The following table sets forth data on Paul Revere Life’s experience with respect to net additions 
of life insurance in force, ratio of voluntary terminations and ratio of actual to expected mortality 


for the period since January 1, 1962: 


Year ended December 31, le 
1962 1963 1964 1965 1966 June 30, 1967 
Additions: (Stated in thousands of dollars ) 
Issued 
Whole life Same ioc. es $ '70,030 $ 82,323 $ 95,385 $100,532 $116,916 $ 69,650 
ayer oo ee nT cc cece 37,086 54,867 66,107 73,665 17,973 51,872 
Group =, ae Gn i ile von Ras x etek 34,887 33,945 45,433 45,204 36,005 ° 
T Ota! aaa Cre rine Oninmitiva es 142,003 171,135 206,925 219,401 230,894 ° 
Reinsurance assumed 
Whole life ede mantis. weimincss _ _ —_ — — —_— 
FROMM a iss OAD co on Oe — _— _— — — — 
GOD sen riticoenzcemctentn ..cnieneninnratveret —_ — 484 — 68,581 —_ 
Total. See aiitinle cat bullies. _— —_ 484 — 68,581 _— 
Revived 
WGLSRLES pretties acvikeds Meinranin nie ae 7,226 8,199 7,260 6,106 7,463 4,794 
PL ORUILeia as: wekiniace | nN: pas hast suana 3,392 1,896 3,349 5,718 15,893 2,733 
GFOUD SE: cata oiemaicicc siannes _— _ _— — _ —_ 
TL OGLE clipes, act SRI, Ailey 10,618 10,095 10,609 11,824 23,356 7,527 


1966 


$ 1,279 
181 


Six months 


ended 
June 30, 1967 


$ 1,120 
301 


Ce nnn nn en UE nent enn en! 


cnet ooo 


a aReneeeeetnn  y 


a 


i ——_- 


——— eee 


1962 
Increased 
Whole lifemaenret fe eee $ 849 
EL CLI 4g eR OEY RNS Aer Ste 209 
Group ieee crt cor ene 55,581 
TOtal. che tes = ne 56,639 
wrotalmadditionsmes oe ene 209,260 
Terminated by: 
Death 
Wihole life se eet ca st eaeaeaee 3,315 
TEL satel ee ee 522 
Groupis.:. oases 2, ee. see 1,989 
Total ere tock corer 5,826 
Maturity 
Whole lifetcs Srarne seer 1,153 
SEG ee ene ee tee etre es 45 
Group Maries. oF Pes See 208 _ 
Totaled Hi PRE A Re8. 1,198 
Expiry 
Wholeclifeciyass tec — 
Term (a): 4)c:sieles anaes: 13,320 
Groupe ara sae ee ee — 
Total ti sees At. Ree Eee 13,320 
Surrender 
Whole.lifes) 2. 20. Fie e en ee 8,775 
DOT ais 25. sss A ee 4,101 
Group. helena on Oe. Denar — 
Totals antes 12,876 
Lapse 
Wholeplife. enc eka toe 21,664 
LOT wie cs ;, Madsen Moy aA ee ae 20,517 
Group ye.0: aa ea ee ee 13,981 
Total ser eiaas sccm ern 56,162 
Decrease 
Whole. life 2 2a0535..... . Sey aeet: 1,943 
TET: is.cc Cea sis ae 1,446 
Group Sey een te, Serres — 
Total accra os... 3,389 
‘otal terminations str erenrei 92,771 
Net additions een eee $116,489 
Ratio of voluntary terminations to mean 
amount of insurance in force ...... 7.6% 
Ratio of actual to expected mortality... 45% 


46% 


47% 


Year ended December 31, 
1963 1964 1965 
(Stated in thousands of dollars ) 

$ 975 $= 553 $ 472 
81 84 183 
68,294 91,322 74,581 
69,350 91,959 75,236 
250,580 309,977 306,461 
3,469 3,505 3,759 
600 785 676 
2,538 2,719 3,517 
6,607 7,009 7,952 
1,210 1,297 2,067 
54 22, 31 
1,264 1,319 2,098 
13,283 14,661 19,189 
13,283 14,661 19,189 
9,226 10,054 12,222 
3,988 5,518 7,329 
13,214 15,572 19,551 
22,383 23,578 25,340 
22,798 25,271 26,017 
18,033 31,934 40,981 
63,214 80,783 92,338 
2,264 2,736 3,123 
1,316 1,405 2,176 
3,580 4,141 5,299 
101,162 123,485 146,427 
$149,418 $186,492 $160,034 
7.8% 7.9% 8.1% 


54% 


27,351 
28,807 
104,534 


160,692 


3,641 
2,666 


— 


6,307 
"229,854 
$172,046 


8.1% 


46% 


4.5% 
64% 


* Certain industry program figures, such as those for the federal employees group life program, are significant 


and are only available at year-end. 


(a) Includes extended term resulting from automatic conversion of whole life upon default in payment of premiums. 
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The number and average size of the individual life policies written by Paul Revere Life are set 
forth below for each indicated period: 


Year ended December 31, Six months 
Policies issued during period: 
Numbenertet.soc0 ta-ecisonie. ) leer as 12,234 14,289 15,948 15,839 15,950 9,284 
AVeragersize”. =. : co. Ris ee eee $8,756 $9,601 $10,126 $10,998 $12,219 $13,089 
Policies in force at end of period: 
INUM Denes: Leek uci coated ci a at cigs 164,223 168,160 172,707 176,445 179,869 182,366 
JAVETAPENSIZE7 B05 he iond Sao Soe. $4,332 $4,634 $4,988 $5,362 $5,804 $6,057 


Paul Revere Life makes no attempt to concentrate in any particular age group of insureds the 
insurance it writes, and it believes that the distribution of its life insurance in force by age of insured 
is close to the industry average. 


Geographical Distribution of Business 


As mentioned above, Paul Revere Life is licensed to write insurance throughout the United States 
and in all but two provinces of Canada. Its business is widely diversified geographically, with only 
seven states and Canada accounting individually for more than 4% of its total direct premiums received 
during 1966. The jurisdiction accounting for the largest percentage of such premiums was New York 
with 7.9%, and California and Canada followed with 6.5% and 5.5% respectively. 


Expense Ratios for Life Insurance 


The following table sets forth the ratios of commissions paid and other underwriting expenses 
incurred by Paul Revere Life to direct life insurance premiums received by class during the period 
since January 1, 1962: 


Year Ended December 31, Loe 
1962 1963 1964 1965 1966 June 30, 1967 
Individual: 
Commissions genni fii ae eee 11.5% 11.8% 12.4% 12.3% 12.5% 13.2% 
Other expenses: 9.98. Beas. Nias somites 19.7 ileal 18.0 16.3 15.4 16.4 
FL Otal Meee ee Mr Cece o eee 31.2% 28.9% 30.4% 28.6% 27.9% 29.6% 
Group: 
@ommissions ee ee. eee 5.0% 4.2% 3.5% 3.1% 2.9% e 
Clier expenses he ty n ah. se Ae a ee 28.8 17.0 16.9 16.6 16.5 # 
Ota len eae CREE Meise tystontenete ete enue 33.8% 21.2% 20.4% 19.7% 19.4% be 


———— OOOO lll lL i Care 


* Certain industry program figures, such as those for the federal employees group life program, are significant 
and are only available at year-end. 
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Loss and Expense Ratios for Accident and Health Insurance 


Shown in the following table are the ratio of losses incurred to accident and health premiums 
earned and the ratio of expenses to accident and health premiums received by class for the years 1962 
through 1966 and the first six months of 1967: 


Sipspentns 
(Stated in thousands of dollars) 
Individual Paul Revere Life: 
Premiums received ............. $24,168 $25,613 $27,006 $28,282 $29,901 $21,566 
Premiums earned ............... 22,893 24,324 25,643 26,878 28,398 20,965 
Loss ratio to premiums earned .... 47.6% 48.1% 50.0% 49.1% 47.4% 48.6% 
Expense ratio to premiums received 44.6% 44.3% 42.1% 43.9% 46.2% 42.2% 
Combined loss and expense ratios(b) 92.2% 92.4% 92.1% 93.0% 93.6% 90.8% 
Individual Paul Revere: 
Premiums received ............. 12,260 12,183 12,017 11,906 11,629 ao 
Premiums earned .............. 11,736 12,080 12,029 11,953 11,732 oo 
Loss ratio to premiums earned ... 50.3% 53.9% 52.2% 52.4% 53.0% — 
Expense ratio to premiums received 30.8 % 27.8% 28.0% 29.5% 27.7% — 
Combined loss and expense ratios(b) 81.1% 81.7% 80.2% 81.9% 80.7 % — 
Group: 
Premiums received ............. 9,804 11,219 12,721 14,597 15,043 iS 
Premiums earned ............... 9,872 11,265 12,875 14,594 14,908 - 
Loss ratio to premiums earned .... 86.4% 85.9% 88.4% 87.9% 88.0% a 
Expense ratio to premiums received 14.6% 15.2% 14.1% 12.9% 12.8% ‘ 
Combined loss and expense ratios(b) 101.0% 101.1% 102.5% 100.8% 100.8% bs 


* Certain industry program figures, such as those for the federal employees group life program, are significant 
and are only available at year-end. 

(a) Includes operations relating to the health insurance business transferred from Paul Revere to Paul Revere 
Life on January 1, 1967. 

(b) Sum of preceding percentages. 


Investments and Investment Results 


For information as to the broad diversification of the investments of Paul Revere Life, reference 
is made to Paul Revere Life’s balance sheets and Note 2 thereto. As of June 30, 1967, Paul Revere Life’s 
$371,400,000 of cash and investments consisted of the following categories and approximate per- 
centages: 3.0% in cash, 32.3% in bonds and notes, 23.7% in preferred and common stocks (including 
1.3% in stocks of affiliates), 35.5% in mortgage loans, 2.6% in real estate (including 1.3% in home 
office properties ) and 2.9% in policy loans. 
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The following table shows the results of investment operations of Paul Revere Life for the years 
1962 through 1966 and the first six months of 1967 and of Paul Revere for that portion of such period 
during which it was directly engaged in the insurance business: 


Six months 
_______Yearended December 31, Fine 80) 
1962 1963 1964 1965 1966 1967(a) 


(Stated in thousands of dollars) 
Paul Revere Life: 
Average cash and investments (b). $227,127 $239,721 $265,679 $299,456 $328,575 $353,939 


Net investment income (c)(d) .... 9,491 10,652 11,904 13,516 15,282 8,263 
Percentage earned on total cash and 

mvestments’(e) kes. eee 4.24% 4.51% 4.55% 4.58% 4.72% 4.67% 
Realized gain on investments (f) .. 822 40 3,714 5,948 5553 10,158 
Unrealized gain (loss) from invest- 

ments..( ¢ ) ge dete eas ts Se (17,586 ) 5,765 1,119 12,050 (10,635) 5,311 

Paul Revere: 

Average cash and investments (b). 110,837 107,893 118,748 133,162 141,199 
Net investment income (c) ....... 3,328 3,478 3,534 4,079 4,458 
Percentage earned on total cash and 

investmentss(e eos ee 3.04% 3.27% 3.01% 3.10% 3.21% 
Realized gain on investments (f) .. 1,064 1,252 7,379 5,388 5,188 
Unrealized gain (loss) from invest- 

TENtSe( @) atone Sete eee (24,419) 7,738 (1,962) 16,856 (11,440) 


(a) Includes assets and operations relating to the health insurance business transferred from Paul Revere to Paul 
Revere Life on January 1, 1967. 

(b) Average of amounts at beginning and end of period using admitted asset values. 

(c) Net after deduction of investment expenses but before realized gains and federal income taxes. 

(d) Includes rental income for Paul Revere Life’s occupancy of its own building in the respective amounts of 
$333,000, $346,000, $346,000, $348,000, $348,000 and $204,000 for the indicated periods. 

(e) Calculated in accordance with rules prescribed by the National Association of Insurance Commissioners and, 
in the case of 1967, annualized for comparative purposes. 

(£) Based on amortized value of bonds and cost of stocks before federal income taxes. 


(g) Based on admitted asset values. 


Reinsurance 


As is customary among insurance companies, Paul Revere Life reinsures portions of certain of the 
life insurance policies it writes, as well as a very small amount of its group accident and health insur- 
ance, thereby providing it with a greater diversification of risk. The maximum amount of insurance 
that Paul Revere Life presently retains on any one life is generally $200,000, although the retention is 
less for substandard risks and for policyholders who are under 10 or over 60 years old. 


Paul Revere Life has life reinsurance agreements with Connecticut General Life Insurance Com- 
pany, The Lincoln National Life Insurance Company and North American Reassurance Company. Each 
of these agreements is on a yearly renewable term basis. The agreements with Connecticut General and 
Lincoln National provide for automatic acceptance by them of reinsurance in excess of Paul Revere 
Life’s retention limits, up to a maximum of 1% times the retained amount, while North American 
Reassurance provides reinsurance on a mutually agreed basis. Paul Revere Life remains contingently 
liable for the amount of insurance which it reinsures in the event the reinsuring companies are unable 
to satisfy their portion of any claims. The aggregate amount of life insurance reinsured as of June 30, 
1967 was approximately $26,772,000, representing approximately 1.56% of the total life insurance in 
force on that date. The amount of accident and health premiums ceded in 1966 was less than .05% 
of the total received during that year. 
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Paul Revere Life also accepts reinsurance from other insurance companies. Such reinsurance, 
which consists of amounts attributable to Paul Revere Life’s participation in industry group programs 
such as the federal employees group life program, aggregated approximately $206,448,000 as of De- 
cember 31, 1966, accurate figures being available only at year-end. 


Reserves 

In accordance with the insurance laws and regulations under which Paul Revere Life operates, 
it is required to carry on its books as liabilities actuarial reserves to meet the obligations on its various 
life policies. These reserves are amounts which, together with additions from premiums to be received 
and interest on such reserves computed annually at certain rates, are calculated to be sufficient to 
meet Paul Revere Life’s policy obligations at their maturities if deaths occur in accordance with 
the mortality tables employed. In addition, Paul Revere Life is required to establish reserves for its 
accident and health policies and securities valuation reserves. See Notes 1 and 4 to the financial 
statements of Paul Revere Life for further information as to these reserves and the mortality and 
disability tables used in their calculation. 


Production of Business 

Paul Revere Life operates its sales organization under a general agency system, but it also 
accepts business through brokers. The company currently maintains 95 general agency offices and 13 
brokerage offices in the United States, with an agency force of approximately 90 general agents and 
agency managers, 960 special agents and 13 brokerage managers. In Canada, Paul Revere Life has 
a head office in Hamilton, Ontario, and operates its sales force out of ten branch offices having ten 
branch managers and approximately 90 special agents. Paul Revere Life also maintains a separate group 
sales organization, with nine group field offices staffed by 17 salaried group representatives. 

The insurance agents, who are under exclusive contract with Paul Revere Life either directly 
or through the general agents, receive commissions which are higher in the first year of a policy life 
and lower in subsequent years. 


Regulation 

As is the case with other insurance companies, Paul Revere Life is subject to regulation and 
supervision by governmental agencies in each jurisdiction in which it is licensed to do business. These 
agencies have broad administrative powers relating to the granting and revocation of licenses to 
transact business, the licensing of agents, the approval of policy forms, the form and content of man- 
datory financial statements (see Note 1 to Paul Revere Life’s financial statements), reserve require- 
ments and the types of investments which may be made. Paul Revere Life is required to file a detailed 
annual report with each such supervisory agency, and its books and records are subject to examination 
at any time by them. 


The Paul Revere Variable Annuity Insurance Company 

The Paul Revere Variable Annuity Insurance Company, another wholly-owned Paul Revere sub- 
sidiary, was incorporated in Massachusetts on August 6, 1965, and on October 20, 1965 it received a 
Certificate of Authority from the Massachusetts Commissioner of Insurance authorizing it to engage 
in the business of selling variable annuity insurance contracts. 

In December 1965, Paul Revere Variable established The Paul Revere Variable Annuity Contract 
Accumulation Fund and registered it as a diversified open-end investment company under the Invest- 
ment Company Act of 1940. The Fund was formed to hold the assets set aside for all variable annuity 
contracts sold by Paul Revere Variable. These assets belong to Paul Revere Variable and are not trust 
funds, but are held for the exclusive benefit of the persons entitled to payments under the variable 
annuity contracts. 

Paul Revere Variable sells both immediate and deferred individual variable annuity contracts 
and group variable annuity contracts designed to fund and provide benefits under pension and profit 
sharing plans, some of which will qualify for special tax treatment under the Internal Revenue Code of 


28 


1954. The company sold 35 variable annuity contracts privately to its officers on December 30, 1965 
to provide the Fund with its required initial assets. It commenced selling contracts to the general 
public in mid-1966, selling 103 contracts in 1966 and 173 contracts in the first six months of 1967. 
As of June 30, 1967, Paul Revere Variable had outstanding 295 variable annuity contracts (with total 
reserves of $1,103,000) in the accumulation period and four contracts (with total reserves of $157,000) 
in the pay out period, while there were 135 contracts outstanding on December 31, 1966. 


The terms of each of the company’s variable annuity contracts provide that the contract values 
and dollar amounts of payment thereunder vary in accordance with the investment results of the Fund. 
The Fund’s assets, which constitute the reserves for the variable benefits, are invested primarily in 
equity securities, but may also be invested in bonds, notes and other evidences of indebtedness per- 
mitted by the insurance laws of Massachusetts. The interests of annuitants in the Fund are designated 
in terms of accumulation units. The initial value of each unit other than those relating to tax qualified 
plans was set at $1.000000 as of December 30, 1965, and the values of such units were $1.034664 at 
June 30, 1966, $.970348 at December 31, 1966 and $1.113946 at June 30, 1967. No contracts covering tax 
qualified plans were written prior to July 1966, and the unit values for such plans were $.963780 at 
December 31, 1966 and $1.145317 at June 30, 1967. 


Paul Revere Variable and its contracts are regulated by the insurance laws of Massachusetts and 
the other jurisdictions in which it does business, as well as by blue sky laws in Massachusetts and 
other states. The company is also subject to the Securities Exchange Act of 1934 and the Fund 
to the Investment Company Act of 1940, thereby causing each to be regulated by the Securities and 
Exchange Commission. 


The company, which is presently licensed in 23 states and the District of Columbia, sells its 
individual and group variable annuity contracts through selected members of Paul Revere Life’s 
agency and group field force and through qualified brokers. 


Thompson Wire Division 

The Thompson Wire Division resulted from the merger into Paul Revere in May 1967 of its 
wholly-owned subsidiary, Thompson Wire Company, a manufacturer of cold-rolled strip steel, spring 
steel and tempered steel and specialty steel wire. Thompson’s cold-rolled products account for approxi- 
mately 90% of its sales and its wire products for the balance. 


Thompson is not a fully integrated steel company and, accordingly, purchases its raw materials 
from other companies. It converts these semi-finished materials into highly refined products used in 
making a great variety of end products, including office equipment, hardware, household utensils and 
tools, automotive parts, electronic and telephone equipment and a wide range of wire products. 


Thompson serves 800 to 900 customers, no one of which accounts for more than 4% of sales, and 
its ten largest customers account for only about 20% of sales. There is vigorous competition in the 
specialized segment of the steel industry in which Thompson is engaged, primarily from divisions of 
much larger corporations. 


Coastline Financial Corporation 

Coastline Financial Corporation, a Delaware corporation which is wholly-owned by Paul Revere, 
has no business operations of its own but owns the subsidiaries described below. With the exception 
of $650,000 of preferred stock of Phelan Finance Corp., all of these subsidiaries are wholly-owned. 


Ventura Savings and Loan Association 

This subsidiary is a California corporation engaged in the business of lending money secured 
by first mortgages or deeds of trust to homeowners for the purpose of purchasing, constructing and 
improving real property or refinancing existing loans on real property. The company’s loan funds are 
provided from its earnings and the savings of individuals, institutions and others, and its income is 
derived principally from interest and fees received in connection with such real estate loans. 
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Ventura is a member of the Federal Savings and Loan Insurance Corporation and the Federal 
Home Loan Bank. Ventura’s total assets exceeded $49,500,000 as of June 30, 1967 ($43,872,000 of 
which were mortgage loans), and it is located in Ventura County, approximately 65 miles north 
of Los Angeles. 


Coastline Mortgage Corporation 

This subsidiary is a California finance company also located in Ventura County, California, 
which provides funds to builders and developers secured by mortgages on the real property being 
developed or improved. It had total assets of $10,400,000 (of which $6,128,000 were mortgage loans ) 
outstanding as of June 30, 1967. 


Phelan Finance Corp. 

Phelan Finance Corp. is a Georgia small loan company headquartered in Atlanta, which was 
acquired by Coastline Financial in June 1966. It operates through subsidiaries at 35 locations in the 
states of Georgia, Kentucky and Tennessee. The company has in excess of 33,500 accounts, with the 
bulk of its loans being between $200 and $600. As of June 30, 1967, Phelan had total outstanding 
receivables of approximately $15,365,000. 


The Ontario Loan and Debenture Company 

Paul Revere owns nearly 99% of the outstanding capital stock of this Ontario (Canada) sub- 
sidiary. In the scope of its operations, Ontario Loan and Debenture is similar to a United States 
savings and loan association or savings bank, although it combines some of the characteristics of a 
Canadian chartered commercial bank in that checking accounts may be provided. Its loan funds are 
derived from savings accounts, debentures maturing at various periods from one to five years and 
earnings. The company’s resources are primarily invested in first mortgages, and its mortgage loans 
aggregated approximately $69,846,000 as of June 30, 1967. The company has its headquarters in 
London, Ontario, and is authorized to operate throughout Canada. 


Peoples National Fund, Inc. 

This Delaware subsidiary only recently became wholly-owned by Paul Revere. It is engaged 
exclusively in the home improvement financing business, purchasing notes arising from home improve- 
ments which are generally secured by mortgages on the residences involved. Most notes are for 
$3,000 or less when purchased, and their maximum term is for seven years. The company’s headquar- 
ters are in New York City, and it does business in 30 states through 13 branch offices. Its receivables 
outstanding as of June 30, 1967, exceeded $54,431,000. 


Vernors Inc. 

Vernors Inc., a Delaware corporation approximately 54% of the outstanding stock of which is 
owned by Paul Revere, is an extract manufacturer, supplying Vernors extract to over 50 franchised 
bottlers throughout the United States. It also bottles this extract itself and is a franchised bottler for 
Royal Crown products in southern Michigan and northwest Ohio. Vernors extract is a secret soft drink 
formulation created in 1866 by James Vernor, the company’s founder, which has its greatest consumer 
acceptance in Michigan. 


f Other Affiliated Companies 
| Other non-subsidiary companies in which Paul Revere has an equity interest of more than 25% 
i include Avco Corporation, as mentioned above; Allied Innkeepers Limited, the Ontario (Canada) 
' franchisee for Holiday Inns; Bradley and Vrooman Co., an Illinois corporation engaged in the business 
| of manufacturing chemical container coatings; Continental Computer Associates, Inc., a Philadelphia- |), 
i il\ based computer leasing company; Credit Alliance Corp., a Delaware finance company headquartered 
i" in New York City which makes commercial equipment loans; and North American Incinerator Corp., 
\, a Massachusetts corporation engaged in the business of manufacturing and installing large commercial 
incinerators. 
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Plants and Properties 

The principal office of Paul Revere, as well as that of The Paul Revere Life Insurance Company, 
The Paul Revere Variable Annuity Insurance Company and Coastline Financial Corporation, is the 
home office building owned by Paul Revere Life in downtown Worcester, Massachusetts. The 
building is a modern brick building of five floors having approximately 163,000 square feet of 
floor space, and construction of a new wing, having approximately 125,000 square feet of additional 
floor space, has commenced. This new addition is expected to be ready for occupancy late in 1968. 
Offices other than its home office needed by Paul Revere Life for its operations are leased, generally 
for periods of from 3 to 5 years. 

The Thompson Wire Division maintains four manufacturing plants and two service centers located 
and described briefly as follows: 


Size 

Location Facility Construction (sq. ft.) 
Boston, Mass. Cold-rolled strip mill Brick and steel 115,050 
Franklin Park, Il. Cold-rolled strip mill Brick and steel 253,300 
Sparrows Point, Md. Cold-rolled strip mill Brick and steel 165,000 
Worcester, Mass. Wire drawing facility Brick and steel 156,000 
Roseville, Mich. Service center Cinder block 17,900 
West Caldwell, N. J. Service center Cement block 21,200 


All of the above properties are owned by the division, except for the West Caldwell service center 
which is held under a lease expiring on January 7, 1973. 

Coastline Mortgage Corporation owns the building occupied by it and Ventura Savings and Loan 
Association in Ventura County, Califomia, which is a modern concrete and glass office building con- 
structed in 1963 containing approximately 20,000 square feet of floor space. 

Phelan Finance Corp. rents its home office space in a downtown Atlanta, Georgia, office building, 
and its 35 branch offices occupy leased premises at separate urban and suburban locations in Georgia, 
Tennessee, and Kentucky. 

The Ontario Loan and Debenture Company operates primarily from its home office, a building 
owned by it in downtown London, Ontario, in which the company occupies approximately half of the 
21,000 square feet of floor area. Branch operations are carried on in five other Ontario cities in premises 
leased for various periods up to five years. 

Peoples National Fund, Inc. leases the space required for its home office and 13 branch offices. 

Vernors, Inc. owns two bottling plants located in Detroit, Michigan, and Toledo, Ohio, having 
an aggregate floor area of approximately 480,000 square feet. In addition, Vernors owns or leases 
warehouse facilities totaling approximately 46,000 square feet at seven Michigan locations. 


Capital Stock 

Paul Revere has only one authorized class of capital stock, which is designated common stock 
and has a par value of $5 per share. All of the outstanding common shares are validly issued, fully 
paid and non-assessable. The owners of such shares have full voting rights at meetings of Paul Revere’s 
stockholders, but they have no guaranteed dividend rights nor any liquidation, conversion, redemption 
or preemptive rights. 


HISTORY AND BUSINESS OF AVCO 
General 
Avco was organized as The Aviation Corporation under the laws of the State of Delaware on 
March 1, 1929. Its name was changed to Avco Manufacturing Corporation on March 26, 1947, and 
to Avco Corporation on April 10, 1959. Avco maintains its principal executive offices at 750 Third 
Avenue, New York, New York, but has announced plans to relocate these offices during 1968 to 
premises recently purchased in Greenwich, Connecticut. 
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During World War II, Avco and its subsidiaries and affiliates were one of the nation’s major 
producers of defense materiel, principally aircraft and naval equipment. In the ten year period 
immediately following the war Avco was engaged chiefly in the production and sale of a wide range 
of consumer appliance goods and farm implements, but it continued to produce military and other 
equipment for the Government. Avco entered the radio and television broadcasting business in 1946 by 
means of its purchase of Crosley (now Avco) Broadcasting Corporation. 

In 1956 Avco discontinued the major portion of its consumer goods business. Since that time 
most of Avco’s plants and facilities have been devoted to research, development and production 
for government agencies through prime and subcontracts, principally in the fields of space flight 
technology, re-entry vehicles for intercontinental ballistic missiles, electronics, aircraft engines, airframe 
structures, ordnance items and missile components. Avco, however, has also had significant com- 
mercial operations for a number of years in the fields of aircraft engines and airframe components, in 
addition to its expanding interests in farm equipment and broadcasting. 

In recent years Avco has widely expanded its commercial operations. The acquisition of Delta 
Acceptance Corporation Limited (now Avco Delta Corporation Canada Limited) in late 1964 gave 
Avco an important position in the financial services field which has continued to grow both internally 
and through additional finance company acquisitions. In 1965, Avco purchased Bay State Abrasive 
Products Company, a major grinding wheel producer which is now an Avco division. Since the summer 
of 1965, Avco Broadcasting Corporation has added a VHF television station and an AM radio station 
in San Antonio, Texas, and AM and FM radio stations in Washington, D. C., and San Francisco, 
California. 


Sales and Backlog; Renegotiation 
Avco’s government and commercial sales for the five fiscal years ended November 30, 1966, and the 
six months ended May 31, 1966 and 1967, were as follows: 


Six months ended 


Year ended November 30, May 31, 
1962 1963 1964 1965 1966 1966 1967 
(Stated in thousands of dollars ) 
Government: 
Research and development ....... $ 87,325 $114,166 $112,328 $ 80,069 $ 91,848 $ 31,009 $ 59,973 


Aircraft engines and components; 
airframe components; ordnance; 


iar eet ern Se, 93,307 121,863 103,958 163,695 226,743 104,688 141,284 
Electronics and missile components 108,978 155,999 94,904 59,575 79,732 34,853 27,663 
289,610 392,028 311,190 303,339 398,323 170,550 228,920 

Commercial tee eae cree eee 124,670 122,104 119,886 139,856 205,896 95,365 98,151 
otal Meer cans acre tes $414,280 $514,132 $431,076 $443,195 $604,219 $265,915 $327,071 


Notwithstanding the continued high levels of government sales over the past few years, the pro- 
portion of Avco’s net earnings contributed from commercial sources climbed from 40% in 1963 to 
47% in 1964, 56% in 1965 and 64% in 1966. In the first six months of 1967, commercial operations 
provided 58% of the Company’s net earnings. 

Avco's backlog of all government orders and of commercial orders for aircraft engines and com- 
ponents and airframe components at the end of each of the past two fiscal years and at May 31, 
1967, is set forth below. Sales of Avco’s other commercial products and services are generally made on 
a spot, current or short-term basis, so that no significant backlog of unfilled orders for such products 
and services exists at any particular time. Included in the backlog of government orders are the 
extended amounts on letter contracts and other commitments, amounting to $78,327,000 at November 
30, 1965, $90,702,000 at November 30, 1966, and $112,631,000 at May 31, 1967, for which definitive 
contracts had not been executed at such dates. Government contracts may be terminated at any time 
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upon a determination by the Government that such termination is in the best interests of the Govern- 
ment or in the event of a default by the contractor. 


November 30, | November 30, May 31, 
1965 1966 1967 
(Stated in thousands of dollars ) 
Government: 
Research and development ................. $ 55,531 $112,439 $ 86,286 
Aircraft engines and components; airframe com- 
monentss ordnance: etc. ese. See 241,486 436,856 454,465 
Electronics and missile components .......... 76,047 162,176 178,488 
373,064 711,471 719,239 
Commercial: 
Aircraft engines and components; airframe com- 
DONENES Mee Seen se ee ee ED. yap he Lh De 35,868 62,161 67,126 
a Otall (ewe oe eg cay a $408,932 $773,632 $786,365 


Profits under government contracts are subject to renegotiation by the Government according 
to applicable law. Avco has received clearance under the Renegotiation Act for 1965 and prior fiscal 
years, and it is not anticipated that any refund will be required for the 1966 fiscal year. Some govern- 
ment contracts contain provisions requiring that the prices paid by the Government thereunder be 
redetermined either upward or downward upon completion of the contract or an agreed portion thereof. 
In many cases such price revisions are made pursuant to incentive pricing provisions in the contract 
under which Avco and the Government share on an agreed basis in any upward or downward variation 
of the cost of performing the contract from an agreed target cost. In some cases incentives and penalties 
based upon Avco’s performance are also included in the contract. 


Research and Development 


Avco is and has since 1955 been actively engaged in basic and applied scientific research in many 
areas, including missile and space technology, material sciences and magnetohydrodynamics. Present 
research activities in the missile and space field include general space flight technology, atmospheric 
entry and re-entry problems and the design and development of re-entry vehicles, strategic and tactical 
missile penetration aid technology, anti-missile defense systems, electrothermal and plasma deep space 
propulsion systems, sterilization methods for planetary probes and landers, advanced metallurgy, 
ceramics and plastics for high temperature applications, and high-strength filament composite materials 
for aircraft, missiles and space structures. Avco is also developing instruments to measure radiation 
levels in space, systems for guidance and control of space vehicles and plastic foams for meteoroid 
shields and expandable space structures. 

Other research and development work, principally under government contracts, includes target 
decoys and discrimination studies for various ICBM programs and work on advanced radar, super- 
conducting magnets, lasers, gas turbine engines, infra-red search and detection systems, space and 
tactical communications systems, telemetry equipment, fusing devices, cryogenic systems, ferrofluids, 
specialized laboratory equipment such as mass spectrometers, vacuum chambers, medical engineering 
projects and the synthesis of chemical products from coal by high temperature arc-discharge processes. 

Most of Avco’s advanced research and development activities are carried on by the Avco Everett 
Research Laboratory, the Avco Missile Systems Division and the Avco Space Systems Division, but each 
operating division of Avco carries on its own product research and development. More than 5,500 
scientific, engineering and supporting personnel are now involved in these activities, and this staff is 
assisted by consulting scientists from university faculties and private laboratories. 

Under research and development contracts with the Department of Defense, the Government 
usually obtains an irrevocable, non-exclusive, royalty-free license to practice or cause to be practiced 
by or for the Government throughout the world each invention conceived or first actually reduced to 
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practice in the performance of the experimental, developmental or research work called for by the 
contract, and in some cases it obtains exclusive property rights in such inventions. Under research 
and development contracts with some other governmental agencies, such as the National Aeronautics 
and Space Administration, such inventions made in the performance of the contract become exclusive 
government property unless the agency determines otherwise. The Government also customarily obtains 
unlimited rights to duplicate, use and disclose any data required to be delivered under research and 
development contracts. 


Manufacturing Operations 
Aircraft Engines and Components; Airframe Components 


The Avco Lycoming Stratford Division produces the T-53 gas turbine engine for helicopters and 
fixed wing aircraft and the more powerful T-55 for helicopters. Avco Lycoming gas turbines are also 
being used in a number of developmental applications including turbo-prop aircraft, ground vehicles, 
and various marine and industrial applications. The Avco Lycoming Williamsport Division produces 
reciprocating engines for military and commercial aircraft and helicopters, as well as precision metal 
and machined parts for the aircraft industry. Other Avco Lycoming products include mechanical 
constant speed drives for aircraft accessories, aircraft mechanical controls, landing gears and engine 
components. The Avco Aerostructures Division produces major aircraft components for both military 
and commercial aircraft, including tail and/or wing assemblies for the C-130, C-141 and C-5A 
military transports and the Grumman Gulfstream II, as well as assemblies for Bell helicopters. It has 
also been selected as a major subcontractor for the new supersonic jet transport. 


Electronics and Missile Components 


In the field of electronics, Avco produces for the Government tactical communications and other 
space and defense systems. These products, together with commercial intercom units manufactured 
for sale by others and missile components, are produced by the Avco Electronics Division, which 
also has a full service department that can provide technical services on a world-wide basis to install, 
maintain and support military and industrial electronic and other equipment. The Avco Lycoming 
Stratford Division is producing complex re-entry vehicles and related ground support equipment 
for intercontinental ballistic missiles, rocket chambers for ballistic missiles and other missile compo- 
nents, and the Avco Space Systems Division is building heat shields for the Apollo space program. 


Ordnance 

The Avco Ordnance Division is engaged in research, development, production engineering and 
production of classified ordnance items including special non-nuclear ammunition and ordnance, anti- 
materiel and anti-personnel weapons, missile and rocket arming and fuzing systems, missile, mine, 
mortar and artillery warheads, air launch weapons, special weapons for limited warfare, rocket- 
boosted ammunition and other tactical weapons systems. 


Farm Equipment 

The Avco New Idea Division manufactures specialized farm equipment such as manure spreaders, 
corn pickers, snappers and shellers, hay conditioners, mowers, rakes, rotary cutters, dry chemical 
fertilizer spreaders, hydraulic loaders for farm and utility type tractors, farm wagons, bunk feeders, 
mechanized barn-cleaners, silo unloaders, and the Uni-System line of interchangeable, self-propelled 
harvesting equipment. These products are distributed primarily by the Avco New Idea Farm Equip- 
ment Division of Avco Distributing Corporation, a wholly-owned Avco subsidiary, to approximately 
2,400 dealers who sell them throughout the United States and in Canada. 


Abrasive Products 

The Avco Bay State Abrasives Division produces a complete line of grinding wheels and bonded 
abrasive products, including vitrified and resinoid bonded wheels and stones, diamond grinding wheels, 
cutting tools and related products. A manufacturing subsidiary in Brantford, Ontario, supplies the 
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Canadian market, and another subsidiary, Felker Manufacturing Co. of Torrance, California, produces 
wheels and machines for the masonry, concrete, stone and construction fields, 


Consumer Products 

The Avco Aerostructures Division is producing metal office furniture under contract for another 
manufacturer, and Avco also manufactures household and commercial boilers and heaters at its 
Lycoming Williamsport Division. 

Moffats, Limited, a wholly-owned Canadian subsidiary, manufactures and sells commercial and 
domestic gas and electric ranges, electric range heating elements and gas-fired furnaces. It also manu- 
factures household laundry equipment under license from a major United States appliance manufacturer 
and sells this equipment in Canada under various trade names. This subsidiary purchases for resale, 
under its own trade names, refrigerators, gas-fired water heaters, industrial gas heating equipment and 
commercial gas cooking equipment. The products of Moffats, Limited are sold by approximately 
2,000 dealers throughout Canada. 


International Operations 

Licenses have been granted by Avco covering the manufacture and sale by foreign licensees of a 
variety of products, including Avco Lycoming gas turbine and reciprocating engines, Avco New Idea 
farm equipment and Moffats household ranges and other equipment. Through a manufacturing sub- 
sidiary located in Steinsel, Luxembourg, the Avco Bay State Abrasives Division is serving the European 
market with a full line of bonded abrasive products. Additional operations carried on by Avco in 
Canada are described above. 


Broadcasting 7 

Avco’s wholly-owned subsidiary, Avco Broadcasting Corporation, owns and operates three AM 
radio stations, WLW in Cincinnati, Ohio, WWDC in Washington, D.C., and WOAI in San Antonio, 
Texas; one FM radio station, WWDC-FM in Washington, D.C.; and five very high frequency 
(VHF) television stations, WLW-T in Cincinnati, Ohio, WLW-D in Dayton, Ohio, WLW-C in Colum- 
bus, Ohio, WLW-I in Indianapolis, Indiana, and WOAI-TV in San Antonio, Texas. Through a 
wholly-owned California subsidiary, Avco Broadcasting also owns and operates AM radio station KYA 
and FM radio station KOIT in San Francisco. 

Avco Broadcasting’s radio and television broadcasting operations are subject to the jurisdiction 
of the Federal Communications Commission, as provided in the Federal Communications Act of 1934. 
This Act authorizes the Commission to grant radio and television broadcasting licenses upon deter- 
mination that the “public convenience, interest or necessity” will be served thereby. Under the present 
rules of the Commission, no company may own or control licenses for more than seven AM radio 
stations, seven FM radio stations, and seven television broadcasting stations, of which no more than 
five may be VHF. The maximum term for which a broadcasting license may be granted is three years, 
with renewals for periods of not more than three years each upon considerations similar to those 
governing the granting of the original license. Avco’s broadcasting licenses presently expire on various 
dates to October 1, 1970. 

Broadcast Communications Group, Inc., a wholly-owned Avco Broadcasting subsidiary, is the 
national sales representative for Avco’s radio and television stations as well as for other independently 
owned, non-competitive broadcasting stations. BCG maintains its headquarters and marketing and 
research offices in New York City, and it operates separate radio and television sales divisions which 
sell advertising on the represented stations throughout the United States. 


Community Antenna Television 
Meredith-Avco, Inc., a community antenna television (CATV) company owned equally by Avco 
and Meredith Publishing Company, now operates ten CATV systems with almost 20,000 subscribers 
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in six southeastern states. Meredith-Avco also has a 50% interest in Florida TV Cable, Inc., which 
operates two systems in Florida having nearly 15,000 subscribers. 

The CATV business is a rapidly expanding and changing one with many competitors in the field, 
and substantial questions concerning regulation of such business and the application to it of the federal 
copyright laws are under consideration by the courts and the United States Congress. Avco does 
not believe that such regulatory and legal matters constitute any immediate threat to Meredith-Avco’s 
CATV operations, but future changes in such operations may be required. 


Socio-Economic Systems 

Economic Systems Corporation, another wholly-owned Avco subsidiary, operates two residential 
Job Corps centers for women under contracts with the Office of Economic Opportunity. The first 
of these centers is the largest in the nation and is located at Poland Spring, Maine. The second 
center was recently established at the former Larson Air Force Base at Moses Lake, Washington. 
These two sites will accommodate annually over 1,600 young women from culturally and economically 
deprived backgrounds who will be trained in employable job skills and family living. This subsidiary 
is also applying systems analysis to the assessment of the country’s future water requirements and the 
development of plans to meet those future needs. 


Financial Services 


General 


Avco Delta Corporation is a wholly-owned subsidiary of Avco which acquired control of Avco 
Delta Corporation Canada Limited (formerly Delta Acceptance Corporation Limited), an Ontario 
(Canada) corporation, in December 1964 through a capital contribution from Avco. Avco Delta pres- 
ently owns approximately 98% of the outstanding voting shares of Avco Delta Canada, which was 
at the time of its acquisition by Avco Delta engaged in the finance business throughout Canada 
and, through subsidiaries, in various states of the United States. The business activities of Avco Delta 
and its subsidiaries are presently being conducted through eight major divisions as outlined below 
having approximately 450 offices in 22 states of the United States and in all ten Canadian provinces. 

Divisions 

Avco Delta’s Canadian and United States Loan Divisions specialize in making consumer loans, 
but they also operate in the sales finance field by purchasing from dealers retail installment sales 
obligations covering appliances and other consumer goods. The Canadian-based Automotive Division 
acquires retail installment sales contracts covering primarily automobiles (both new and used) 
and makes wholesale advances and direct loans to dealers. The Capital Equipment Division provides 
financing in Canada for industrial and commercial accounts covering a broad range of revenue- 
producing machinery and equipment. 

The Industrial Bank and Thrift Division includes eight industrial banks in Colorado and a 
California industrial loan company. Industrial banks are empowered to accept savings and time 
deposits, make loans, purchase sales finance contracts and provide customers with all other banking 
facilities except checking and trust services, and industrial loan companies have similar deposit and 
loan powers. The Home Improvement Division acquires installment obligations and/or notes cover- 
ing the time purchase of home improvements, and it\also discounts and makes secured loans to home 
owners. 

The Farm Equipment Division acquires retail installment sales contracts from Avco New Idea 
dealers covering the purchase of farm equipment manufactured both by Avco and by other manu- 
facturers. In addition, this division purchases wholesale receivables arising from sales of farm 
equipment to its dealers by the Avco New Idea Farm Equipment Division. The Insurance Division 
consists of two Canadian general insurance companies licensed to write all forms of insurance other 
than life and two credit life and disability insurance companies and four insurance agencies operating 
in the United States. 
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Volume of Receivables 


The following table shows the volume of receivables acquired by Avco Delta and its predecessor, 
Avco Delta Canada, by class during each of the periods indicated: 


Avco Delta Corporation 
Canada Limited Avco Delta Corporation 
Eleven 
months Six 
ended months 
Year ended Novem- Year ended ended 
December 31, ber 30, es November 30, May 31, 
1962 1963 1964 1965 1966 1967 


(Stated in thousands of dollars ) 
Retail installment sales contracts — 


New automobiles ...0/.&.....<< 00 $ 16,817 $ 22,2969 $31,056 $29,124 $ 28095 $ 12,234 
Wiseceatitomop1les anaes neane 17,437 20,399 DIAL 19,396 2087712) 6,158 
@ommercial vehicles "9795. ...... 45. 2,997 2,982 3,126 2,844 5,236 2,538 
Mobiles: homesiaae: | eee eae ae 4,298 2,806 D999 2,449 3,800 9.174 
@apital Requipment () eae ee 9,420 15,540 16,790 25,749 23,991 13,580 
Elome amproyement ((2))maee erie 9,973 20,472 38,860 bowee 53,178 29,937 
ifeacsy GONE. o 55 ke bo eaae dons — — — — IKO IRS) 9,965 
Misc. sales finance contracts(1)(3) ... 2,202 4,614 10,807 25,726 42,090 27,045 
OU cree ee Oe cet ee nee 1,434 3,811 5,296 5,502 7,932 2,018 

Ota Mee te oc ean. ercscirys 64,578 92,893 130,274 166,514 195,286 105,649 

Consumer loans (excluding accrued inter- 
est) — 

JSON ONIGS . h2064n0n sites ode hooan 3,130 4,579 4,545 7,867 10,745 5,560 
lakorngelaveltel pxoyoeky ..4 06255 eeanaccass 26,464 43,759 51,816 76,716 117,924 61,979 
Household goods and automobiles .... 21,594 33,539 38,015 52,144 61,892 39,361 
Other (including unsecured) ........ 2,528 5,677 7,436 16,779 34,795 18,834 

aT Ota) Bere ee ee ee peek Sh hey. 53,716 87,554 101,812 153,506 225,356 125,734 

Wholesale advances (excluding accrued in- 
terest ) — 

INEwarautomobilesia.: -eeeenn ae 26,992 32,181 34,261 44,164 49,033 Daailel: 
ised automopilesi. ae ina 6,331 5,724 2,858 2,176 2,082 1,181 
MOlbil eg hom CSamey nt niet nee ren arte 2,978 3,413 1,624 1,726 2,135 1,409 
[Benne GlephoyneN® 5 sanpcavenannn0gce = — —~ — 35,017 15,424 
Others Apes ee See 649 1,545 1,780 3,434 5,884 2,100 

Neg eel AE OR Pe oe a a 36,950 42,863 40,523 51,500 93,601 45,825 


eee 


Capital loans to dealers (excluding accrued 
interest)! yey shaders Weeu mead teh ct ance tees 1,607 1,207 906 812 PA) 134 


Se eee 


Total volume (excluding accrued interest) 156,851 294 517, 273,515 Bioooe 514,455 977,342 


Receivables acquired through purchase of 
SUbSICiaricsaee. |. Aenean eee ine —- 12,822 — 34,385 9,740 — 


Grand total (excluding accrued interest) .. $156,851 $237,339 $273,515 $406,717 $524,195 $977,342 


(1) Includes an immaterial amount of direct loans. 
(2) Includes direct loans secured by real property: $11,671,000 in 1966 and $7,317,000 in 1967. (Amounts for prior 
periods are not available. ) 
(3) Conditional sale agreements, covering primarily household goods, acquired by divisions specializing in con- 
sumer loans. 
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Receivables Outstanding 


The following table shows the amount of receivables of Avco Delta and its predecessor, Avco 
Delta Canada, outstanding by class as of each of the dates indicated: 


Avco Delta Corporation Canada Limited Avco Delta Corporation 
__ December 31, November 30, November 30, May 31, 
1962 1963 1964 1965 1966 1967 


(Stated in thousands of dollars) 
Retail installment sales contracts — 


ING AUTOS Seace acon. coocoodbe $ 14,4388 $ 21,2962 $ 30,220 $ 34,712 $ 32,811 $ 30,441 
Usedsautomobiles mame hanes 22982) 15,364 18,947 18,902 18,773 13,076 
Commercials vehiclesimaa. eee ie 9,485 2,694 3,232 5,343 DON 5,631 
Mobile® homesites «eerie ee tte 6,401 4,965 4,027 4,107 5,227 5,948 
Capital “equipment(1)) Weea..5..4e40 7,394 13,859 17,970 24,877 31,109 32,522 
Home improvement(2) ............. 10,972 25,279 51,255 82,968 100,645 108,589 
Harm equipments... eee oes ame — — —_ — 9,321 14,907 
Misc. sales finance contracts(1)(3) .... 1,810 3,353 7,484 20,721 30,768 37,268 
Other: a5 eee has, & Se ee oes 3,147 4,859 5,191 2,793 3,209 3,452 
DOU Mer ye he eta tae 3 <r e 58,929 91,635 138,326 194,423 237,440 251,834 
pe as loans (excluding accrued inter- 
est) — 
AUILOMO DIES Meenas he et ten et ees os y 3,441 6,444 8,039 8,366 
JARRING (GONXOKES. nas n ones Sows ws son . 2 39,110 58,480 85,388 91,757 
Household goods and automobiles .... 4 - 33,609 54,396 53,690 63,543 
Other (including unsecured) ........ = 2 3,901 13,134 31,993 32,708 
Tota Seema ta ak. neers ee 38,137 63,206 80,061 132,454 179,110 196,374 
Wholesale advances (excluding accrued 
interest ) — 
INIGSRP ERO ONIER os oa uiladAsdonvesdoe 4,398 4,683 4,848 6,989 6,898 7,259 
Used@antomobilesmeamre rca ene 1,009 607 570 607 279 293 
Mobile. homes meer cts ston sate 689 599 478 556 503 Wot 
Harm) equipmentie, echt t. us 0 eee — — — — 21,198 31,398 
Other |... eee oc se 264 262 946 1,034 1,272 770 
Total cet tenhe: Gebs.a ee 6,360 6,151 6,842 9,186 30,150 40,457 
Capital loans to dealers (excluding accrued 
interest) nee ee ee na 2,186 2,124 1,761 Shey 1,290 1,038 
Total receivables (excluding accrued inter- 
estiin: denned 225s. ee. Ba ike 105,612 163,116 226,990 337,800 447,990 489,703 
Accmaéd interest’) see ee eee 268 352 495 808 940 964 
Grandi total” #45.hoe... .: teers, Le ae $105,880 $163,468 $227,485 $338,608 $448,930 $490,667 


(1) Includes an immaterial amount of direct loans. 


(2) Includes direct loans secured by real property: $20,133,000 at November 30, 1966 and $24,985,000 at May 31, 
1967. (Amounts for prior periods are not available. ) 


(3) Conditional sale agreements, covering primarily household goods, acquired by divisions specializing in consumer 
loans. 


* Breakdown not available. 
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Credit and Delinquency Experience 


Avco Delta and its predecessor, Avco Delta Canada, have enjoyed favorable credit experience 
throughout their combined history. The following table sets forth information concerning the allowance 
for losses and the ratio of such allowance to receivables at the end of each of the periods indicated, 
losses (less recoveries) and the ratio of such losses to liquidations during the periods, and the delin- 
quency of various classes of receivables at the end of each period: 


Avco Delta Corporation 


Canada Limited 7 Avco Delta Corporation 
Eleven 
months Six 
ended months 
Year ended Novem- Year ended ended 
December 31, ber 30, November 30, May 31, 
1962 1963 1964 1965 1966 1967 
(Stated in thousands of dollars) 
Total receivables at end of period ...... $105,880 $163,468 $227,485 $338,608 $427,731" $459,308" 
Allowance for losses at end of period .... 1,604 2,608 3,574 BTSs 7,574 8,463 
Ratio of allowance for losses to receivables 1.51% 1.60% 1.57% 1.69% 1.77% 1.84% 
Liquidations (excluding wholesale) during 
DETIOOMS Rees Ai eal ee, $ 88,643 $135,437 $169,626 $246,464 $340,896 $200,112 
Losses on receivables (including whole- 
sale) less recoveries during period 1,241 1,395 D515 3,741 4,736 2,608 
Ratio of net losses to liquidations ....... 1.40% 1.03% 1.48% 1.52% 1.39% 1.30% 
Delinquent accounts at end of period: 
Retail installment sales contracts — 60 
CaycpandmOven Satitwe sve. Aiea. $ 369 «§$ 912 $ 1,999 SOG $ 4,131 $ 4,660 
Ratio to relevant receivables ..... 63% 1.00% 1.45% 1.58% 1.74% 1.84% 
Small consumer loans — 
—90 days and over .......... $ 105 = $ 920 «= $ 57 $ 851 $ 919 $ 1,008 
= 100-COndaySun feeetoens. setae: 87 174 ATT 703 644 656 
= interestaOnlyaee vanes verr ee 131 193 324 366 385 449 
=—totalusmalleloans sr. 24.5 1) $ e20e $ yey 9 Ae AL eis} $ 1,920 $ 1,948 $ 2,113 
Ratio of total to relevant receivables 1.39% 1.66% 3.12% 2.66% 2.27% 2.37% 
Large consumer loans —60 days and 
OVED Bie au cles a beets eee $ 198 $ 438 $ 473 $ 830 3 MeO G3 Al 
Ratio to relevant receivables ..... 1.381% 1.56% 1.26% 1.38% 


1.73% 


2.20% 


% 


Excludes wholesale receivables acquired by the Farm Equipment Division from the Avco New Idea Farm Equip- 
ment Division of Avco Distributing Corporation: $21,198,000 at November 30, 1966 and $31,358,000 at May 
31, 1967. 


Sources of Funds Employed 


Avco Delta’s operations are financed from its capital stock, earnings, unsecured short term borrow- 
ings under lines of credit with commercial banks, unsecured short term commercial paper borrowings, 
unsecured long term borrowings from various institutional investors, savings deposits and debentures 
and thrift certificate investments. Avco assists Avco Delta in arranging and obtaining outside financing. 

The cost of Avco Delta’s short term debt is closely related to the prime rate of interest and is, 
therefore, directly affected by changes in such rate. From 1960 to December 1965, the prime interest 
rate was 412% per annum, but it was increased to 5% in that month, 542% in March 1966, 534% in 
July 1966 and 6% in August 1966. In January 1967, the prime rate dropped to 5%47% at most banks, and 
in March 1967 it was reduced to 544% per annum. The prime rate also has an effect on the interest 
rates paid by Avco Delta on its long term debt. Avco Delta’s estimated average annual cost of 
borrowed funds, without giving effect to compensating bank balances, for each of the fiscal years 
1965 and 1966 and for the first six months of fiscal 1967 was 5.2%, 5.7% and 5.7%, respectively. 
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Competitive Conditions 


In the sale of its products and services, both to the Government and commercially, Avco is sub- 
ject to keen competition. Much of Avco’s research and development activity is in specialized areas 
of possible future potential rather than present markets, and, in many instances, continued expenditure 
of substantial funds will be required to bring the projects to completion. Avco’s defense and space 
business is necessarily affected by many factors not within its control, including variations in the mili- 
tary requirements of the Government, defense and space budget limitations, obsolescence of military 
and space devices and weapons systems, and rapid advances made in scientific and technical phases of 
defense products. 


The business carried on by Avco Delta and its subsidiaries is also in highly competitive fields. In 
addition to the competition offered by independent finance companies and commercial banks, compe- 
tition exists with finance companies affiliated with the manufacturers of the articles being financed, 
industrial banks and loan companies, commercial and industrial credit unions, mutual or cooperative 
associations and other financial organizations. Avco Delta’s finance operations are also subject to 
strict regulation under “small loan” and other regulatory legislation. 


Employee Relations 


Avco and its subsidiaries presently employ approximately 38,000 persons. The conditions of 
employment of all but a relatively small percentage of hourly-paid employees are governed by labor 
contracts with numerous different unions having various expiration dates. Only a small percentage 
of salaried employees is unionized. Avco has had periodic work stoppages at certain of its divisions 
(the most recent being a strike at its Lycoming Stratford Division which was settled in late June 1967 
after having been enjoined under the provisions of the Taft-Hartley Act), but its labor relations have 
generally been good. 


Avco and its domestic subsidiaries have in effect a contributory pension plan available for the 
benefit of all salaried employees who have a base salary of $3,000 or more and two years of continuous 
service. Avco Delta Canada also has a contributory retirement plan for salaried employees, and non- 
contributory pensions are provided under substantially all of Avco’s labor contracts for the hourly-rated 
employees covered thereby. Group insurance plans are in effect which provide life insurance and 
sickness, accident, hospital and surgical benefits for employees and dependents. 


Plants and Properties 


The principal plants and properties operated by Avco and its subsidiaries are described below. All 
of such plants and properties are owned in fee except as otherwise stated. Material portions of the 
machinery and equipment used by Avco in the performance of its government contracts, as well as 
the Stratford, Connecticut, plant of the Avco Lycoming Division described below, are owned by the 
Government. They are provided to Avco pursuant to facilities contracts which authorize Avco to use 
them without charge in the performance of specified government supply contracts. In addition, their 
use is permitted in the performance of other government contracts, generally without charge, provided 
prior governmental approval is obtained, and, under certain circumstances, in the performance of 
commercial work if governmental approval is obtained and appropriate rentals are paid to the Govern- 
ment. These facilities contracts are terminable by the Government at any time, but Avco does not 
anticipate that any such termination will occur so long as the facilities are required in the performance 
of government contracts. 


Avco Everett Research Laboratory 


The Avco Everett Research Laboratory is located at Everett, Massachusetts, in leased premises 
having approximately 200,000 square feet. The Laboratory also owns 61 acres of land in Haverhill, 
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Massachusetts, on which it has erected a building of approximately 11,200 square feet to house MHD 
experimental apparatus and office and shop facilities. 


Avco Missile Systems Division 


The headquarters of this division are located in Wilmington, Massachusetts. This facility, com- 
prising approximately 637,000 square feet of floor area in five main buildings on an 80-acre site, houses 
administrative, research, engineering and prototype manufacturing activities, with additional special 
purpose buildings housing facilities such as ballistic ranges and arc-heated wind tunnels. The division 
also occupies 128,000 square feet of leased space in North Wilmington and Lawrence, Massachusetts. 
Outdoor antenna and electronics test facilities are in operation on 50 acres of leased land in Wilming- 
ton and 126 acres recently purchased in Dracut, Massachusetts. Field test operations utilize an 
aggregate of approximately 47,000 square feet of floor space furnished by the Government at several 
locations. 


Avco Space Systems Division 


This division occupies a complex of four main buildings containing approximately 402,000 square 
feet of floor area on a 27-acre site in Lowell, Massachusetts. Approximately 85,000 square feet of the 
Wilmington headquarters of the Avco Missile Systems Division are occupied by this division, and it 
leases 30,000 square feet of warehouse space adjacent to its main plant in Lowell. 


Avco Lycoming Stratford Division 


The Government-owned plant used and occupied by this division at Stratford, Connecticut, con- 
tains approximately 1,500,000 square feet of floor space. In mid-1966, a new 400,000 square foot 
facility was completed and occupied by the division at Charleston, South Carolina. 


Avco Lycoming Williamsport Division 


This division’s plants at Williamsport, Pennsylvania, have approximately 864,000 square feet of 
floor space. 


Avco Aerostructures Division 


The plant of this division at Nashville, Tennessee, has approximately 1,560,000 square feet of floor 
space. 


Avco Electronics Division 


This division owns a plant in Evendale, Ohio, having approximately 400,000 square feet of floor 
space and laboratory facilities in Tulsa, Oklahoma, having approximately 62,000 square feet on a 
95-acre site. Additional space aggregating approximately 94,000 square feet is leased by the division at 
various locations for its operations. 


Avco Ordnance Division 


This division owns a plant at Richmond, Indiana, having approximately 930,000 square feet of 
floor space, and a test firing range at Connersville, Indiana. 


4] 


Avco New Idea Division 


The plants of this division are at Coldwater, Ohio (approximately 1,200,000 square feet of floor 
area, with 294,000 additional feet under construction), and Fort Dodge, Iowa (approximately 207,000 
square feet). Avco Distributing Corporation has branch sales and credit offices and warehouses at 
ten locations, most of which are leased. 


Avco Bay State Abrasives Division 


This division’s headquarters are located at Westboro, Massachusetts, and comprise approximately 
670,000 square feet of floor area. Branch sales offices and warehouses, totalling approximately 105,000 
square feet of floor space, are located at Chicago, Detroit, Cleveland, Pittsburgh, Houston and Los 
Angeles. Plants of subsidiaries in Brantford, Ontario, Steinsel, Luxembourg, and Torrance, California, 
have approximately 37,000, 40,000 and 41,000 square feet of floor area, respectively. 


Moffats, Limited 


The plants of this subsidiary are at Weston, Ontario (approximately 485,000 square feet of floor 
area) and Orillia, Ontario (approximately 60,000 square feet). 


Avco Broadcasting Corporation 


This subsidiary owns tracts of land in or near Cincinnati, Dayton and Columbus, Ohio, Indian- 
apolis, Indiana, Silver Spring, Maryland, and San Antonio, Texas, on which are situated buildings 
housing studios, transmitting equipment and signal-radiating towers for its radio and television stations. 
It leases additional space for broadcasting studios and offices in Cincinnati and Indianapolis, and 
property near San Antonio for transmitting equipment and towers. Its California subsidiary leases 
the properties it occupies in San Francisco for offices, studios and transmitting equipment and towers. 
Broadcast Communications Group leases office space for its operations in New York, Chicago, Detroit, 
Cleveland, San Francisco, Los Angeles and Dallas, 


Economic Systems Corporation 


This subsidiary’s Poland Spring facility is a former resort of 52 acres which includes 20 buildings 
having approximately 500,000 square feet of space. The facility at Moses Lake consists of approxi- 
mately 400,000 square feet of floor space located on 90 acres. Each of these facilities is leased. 


Avco Delta Corporation 


Aside from a very few office locations which are owned in fee, the real properties occupied by 
Avco Delta and its subsidiaries are occupied under leases for varying terms to provide space for the 
various supervisory and branch offices and related service functions. Avco Delta’s principal executive 
offices are located at New York City, but certain of its subsidiaries have supervisory offices in London, 
Ontario (Canada), Omaha, Nebraska, Denver, Colorado, Warrensville Heights, Ohio, San Mateo, 
California, and Coldwater, Ohio. In the near future, Avco Delta plans to centralize most of the super- 
visory functions presently being performed at each of these locations (other than Denver and San 
Mateo) by moving them to new leased premises in Shaker Heights, Ohio. 


Capital Stock 


Common Stock 


Avco’s common stock, which has a par value of $3 per share, has voting rights, one vote per 
share. Such stock does not carry any preemptive, subscription or conversion rights and is not subject 
to redemption. All of the outstanding shares of common stock are validly issued, fully paid and non- 
assessable, and all additional common shares issued pursuant to the exchange offers described 
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above will when issued be validly issued, fully paid and non-assessable. The holders of common 
stock are entitled to receive such dividends as may be declared by Avco’s Board of Directors out of 
earnings lawfully available therefor after payment of dividends and required sinking or purchase 
fund amounts on Avco’s preferred stock. No common shares may be purchased or redeemed by Avco 
unless all dividends and other required payments on the preferred shares have been paid or provided 
for. In the event of any liquidation of Avco, the holders of common stock have the right to receive all 
assets available for distribution after settlement of prior claims, in accordance with their respective 
holdings. 


$4.50 Preferred Stock 


Avco’s $4.50 cumulative convertible preferred stock, as its designation indicates, is entitled to 
receive cumulative annual dividends of $4.50 per share. All of the outstanding shares of this series are 
validly issued, fully paid and non-assessable, and each is convertible at any time into shares of Avco’s 
common stock at a conversion price of $28.20 per share, the preferred stock being valued for this 
purpose at $100 per share. 


The $4.50 preferred stock, which is without par value, is not redeemable prior to September 1, 
1970. From and after that date, it may be redeemed at an initial redemption price of $104.50 per 
share (plus accumulated dividends), such price declining by 50¢ for each subsequent 12-month period 
until reaching $100 per share. After settlement of prior claims, the holders of the $4.50 preferred 
stock are entitled to receive amounts equal to the redemption prices specified above in the event of 
any voluntary liquidation of Avco, and $100 per share (plus accumulated dividends) in the event 
Avco is involuntarily liquidated. Commencing in 1971, Avco is obligated to set aside an annual 
purchase fund not exceeding $105,000 for these preferred shares. 


All preferred stock of Avco has voting rights of one vote per share, but if Avco is in arrears in the 
payment of preferred dividends in an amount equivalent to one and one-half times the annual divi- 
dends on all shares of preferred stock at the time outstanding, the holders of such stock, voting 
separately as a class, are entitled to elect two directors. As noted above, one of the amendments to 
Avco’s Certificate of Incorporation being presented to the special meeting expressly provides that these 
class voting rights are in addition to and not in lieu of the normal voting rights held by Avco’s 
preferred stock. 


The $4.50 preferred stock does not carry any preemptive or subscription rights. 


The rights of the holders of any series of Avco’s preferred stock cannot be amended or changed in 
any material prejudicial respect without the approval of at least two-thirds of the outstanding shares of 
that series, but no such class vote is required in connection with any proposed increase in the total 
number of authorized shares of common or preferred stock of Avco, such as is being presented to the 
special meeting. 


Proposed $3.20 Preferred Stock 


The shares of $3.20 cumulative convertible preferred stock which Avco proposes to issue pur- 
suant to the two exchange offers described above will have voting rights as set forth above and will 
be entitled to receive cumulative annual dividends of $3.20 per share. When issued, these shares 
will be validly issued, fully paid and non-assessable. 


The $3.20 preferred stock will have a stated value of $6 per share, and each such share will be 
convertible at any time into two shares of Avco’s common stock (subject to appropriate dilution 
provisions). These preferred shares will not be redeemable for five years. In the sixth year the 
redemption price will be $100 per share (plus accumulated dividends), and such price will decline 
by $2 for each subsequent year until reaching $80 per share. 
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In the event of any voluntary or involuntary liquidation of Ayvco, the holders of shares of this 
series will be entitled to receive $40 per share (plus accumulated dividends), after settlement of prior 
claims. If the assets available for distribution on liquidation are insufficient to permit full payment 
of all amounts due on the preferred shares of all series at the time outstanding, Avco’s charter provides 
that payment is to be made on account of such shares ratably according to the total amounts which 
they are entitled to receive. 


The $3.20 preferred stock will not carry any preemptive or subscription rights, and no sinking 
or purchase fund will be provided for this series. 


Dividend Restrictions, etc. 


Pursuant to Note Agreements with The Prudential Insurance Company of America and Metro- 
politan Life Insurance Company, dated October 11, 1965, Avco has covenanted that it will not pay 
or declare any dividend (other than a stock dividend) on, or make any other distribution on account 
of, or purchase or otherwise acquire or retire, directly or indirectly, any shares of its capital stock 
(other than dividends and mandatory sinking or purchase fund payments on the $4.50 preferred 
stock and, for a two year period, on 165,000 additional shares of preferred stock) unless, imme- 
diately after giving effect thereto, Consolidated Net Earnings Available for Restricted Payments (as 
defined ) shall not be less than $1 and Consolidated Net Current Assets (as defined) shall not be 
less than $110,000,000. Exchanges of stock of one or more classes are excepted from the foregoing 
restrictions. 


The term “Consolidated Net Earnings Available for Restricted Payments” means, in general, 
an amount equal to $20,000,000 plus all of the consolidated net earnings of Avco and its Restricted 
Subsidiaries (as defined) after November 30, 1964, less the sum of (i) all dividends (other than stock 
dividends) and other distributions paid or declared or made after November 30, 1964 on any class 
of Avco’s stock, (ii) the excess, if any, of the aggregate amount expended after November 30, 1964 
for the retirement or acquisition of any shares of Avco’s stock, over the aggregate net proceeds 
received after such date from the issuance of such stock, (iii) certain restricted investments made or 
acquired after September 30, 1965, and (iv) certain acquisitions of convertible subordinated funded 
debt after November 30, 1964. The term “Consolidated Net Current Assets” means, in general, the 
amount by which the consolidated current assets (which are defined to exclude, among other things, 
certain foreign assets) of Avco and its Restricted Subsidiaries exceed their consolidated current 
liabilities (which are defined to exclude, among other things, notes payable to banks under certain 
revolving credit agreements). The term “Restricted Subsidiaries” basically includes Avco’s domestic 
non-finance company subsidiaries, but Avco plans to classify Paul Revere and all of its subsidiaries 
as unrestricted subsidiaries for purposes of the insurance company agreements if its exchange offer 
to the Paul Revere shareholders becomes effective as specified above. 


As of May 31, 1967, approximately $41,850,000 of Avco’s retained earnings ($37,250,000 at Novem- 
ber 30, 1966) were not restricted under the insurance company agreements as to the payment of cash 
dividends on its capital stock. 


Similar restrictions on the declaration or payment or making of dividends and other distributions 
on Avco’s capital stock and the purchase or other acquisition of such stock are contained in Avco’s 
Revolving Credit Agreement, dated April 10, 1953, as amended, with a group of 16 banks and in the 
Indenture, dated February 1, 1959, pursuant to which Avco’s 5% convertible subordinated deben- 
tures are outstanding. The amount of Avco’s retained earnings as of May 31, 1967, however, which 
was not restricted under these provisions was greater than the amount not restricted for such pur- 
poses under the insurance company agreements. 


Ad 


Share Ownership 

As mentioned above, The Paul Revere Corporation and its subsidiaries own beneficially and of 
record 4,012,500 shares (approximately 28%) of Avco’s outstanding common stock. Leslie Katz of 
Brooklyn, New York, Richard Katz of New York, New York, and Ruth K. Strouse of Pikesville, Mary- 
land, each owns beneficially and of record 10,878 shares (approximately 31%) of the outstanding $4.50 
preferred stock of Avco referred to above. As of July 15, 1967, Avco’s officers and directors as a group 
beneficially owned, directly or indirectly, 302,115 shares (approximately 2.14%) of its outstanding 
common stock, $3,000 aggregate principal amount (approximately .19%) of its outstanding 5% 
convertible subordinated debentures, 268 shares (approximately .01% of the outstanding common stock 
of Paul Revere, 200 shares (approximately .08%) of the outstanding capital stock of The Ontario Loan 
and Debenture Company, and 670 Series D first preference shares (approximately 1.5% of such shares 
outstanding) of Avco Delta Corporation Canada Limited. 


Management 

Directors 

The present directors of Avco, each of whom was elected at the 1967 Annual Meeting to hold 
office until the next annual meeting, are listed below. See the caption “Future Operations and Manage- 
ment” above for information as to additional directors who are expected to be elected to Avco’s Board 


of Directors after consummation of the Paul Revere exchange. 
Year Common stock of 


first Avco beneficially 
elected owned as of 
Name Principal occupation director July 15, 1967 
George E. Allen(1) Attorney at law, Washington, D. C. 1943 2,840 
Earl H. Blaik(1) Chairman of the Executive Committee, 1959 23,500 
Avco Corporation, New York, N. Y. 
James Bruce (1) Director, several corporations. 1950 3,000 
John R. Gosnell(1) (2) Executive Vice President and Direc- 1964 35,674 (3) 


tor, The Paul Revere Corporation, 
and Vice President and Director, 
The Paul Revere Life Insurance 
Company, Worcester, Mass. 


Frederick W. P. Jones Professor, School of Business Admin- 1964 3,000 
istration, The University of Western 
Ontario, London, Canada. 


Herman H. Kahn Partner, Lehman Brothers, New York, 1955 5,384 (3) 
N. Y., Investment Bankers. 
Arthur R. Kantrowitz Vice President, Avco Corporation, 1956 33,500 


New York, N. Y., and Director of 
the Avco Everett Research Labora- 
tory, Everett, Mass. 


James R. Kerr(1) (2) President and Chief Operating Officer, 1959 25,101 (4) 
Avco Corporation, New York, N. Y. 
Edward H. Litchfield Chairman of the Board, SCM Corpo- 1955 10,000 


ration, New York, N. Y., and Gov- 
ernmental Affairs International, 
Washington, D. C. 


John Angus McDougald Chairman of the Executive Committee 1953 10,000 
and Vice-President, Argus Corpora- 
tion Limited, Toronto, Canada, In- 
vestment Holding Company. 
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Year Common stock of 


first Avco beneficially 
elected owned as of 
Name Principal occupation director July 15, 1967 
Matthew A. McLaughlin(1) Vice President and General Counsel, 1957 9,275(3) 
Avco Corporation, New York, N. Y. 
William I. Myers(1) Agricultural Consultant. 1950 2,000 
Benjamin H. Namm Chairman of the Board, Arebec Cor- 1941 4,806 
poration, New York, N. Y. 
Arthur E. Rasmussen(2) Financial Vice President, Avco Corpo- 1964 15,000 
ration, New York, N. Y. 
Kendrick R. Wilson, Jr.(1)(2) Chairman of the Board and Chief 1955 27,000 
Executive Officer, Avco Corporation, 
New York, N. Y. 
Richard W. Yantis(2) Chairman of the Board, Avco Delta 1964 35,175 


Corporation, New York, N. Y., and 
Avco Delta Corporation Canada 
Limited, London, Canada. 


(1) Member of the Executive Committee. 


(2) Proposed member, together with Robert D. Harrington, of the Finance Committee to be formed. (See the 
caption “Future Operations and Management” above.) 


(3) These shares do not include (i) 12,705 shares owned by Mr. Gosnell’s wife, (ii) 1,000 shares owned by a 
trust of which Mr. Kahn is a trustee and under which a member of his immediate family is a beneficiary, and (iii) 150 
shares owned by one of Mr. McLaughlin’s sons and an additional 100 shares held by another of his sons as custodian 


for a third minor son under the New York Uniform Gifts to Minors Act. Each of the directors concerned has disclaimed 
beneficial ownership of such shares. 


(4) Mr. Kerr also owned $2,000 principal amount of Avco’s 5% convertible subordinated debentures as of 
July '15, 1967. 

For services rendered since December 1, 1965 in connection with private placements by Avco 
Delta Corporation of an aggregate of $80,200,000 principal amount of its senior and senior subor- 
dinated notes, Lehman Brothers, of which Mr. Kahn is a partner, has been paid fees of $251,000 by 
Avco Delta. 


Mr. Yantis and his immediate family own all of the outstanding capital stock of Mardic Limited, 
which in turn owned 670 Series D first preference shares of Avco Delta Corporation Canada Limited 
as of July 15, 1967. Mardic also owns approximately 18% of the outstanding common and preferred 
stock of Meteor Securities Ltd. In the ordinary course of business since 1962 and at rates competitive 
with those available on the open market, Avco Delta Canada has made secured loans to and purchased 
secured wholesale and retail paper from subsidiaries of Meteor which were franchised Mercury auto- 
mobile dealers. At June 30, 1967, the aggregate outstanding amounts of such loans, wholesale paper 
and retail paper amounted to $77,000, $358,000 and $1,842,000, respectively. 


Mardic Limited also owns approximately 1.2% and Mr. Jones owns approximately .6% of the 
outstanding common stock of Allied Innkeepers Limited of Ontario, Canada, and they own approxi- 
mately 8.8% and 2.4%, respectively, of Allied’s outstanding preferred stock. For information concerning 
the interest of Paul Revere and its subsidiaries in Allied and certain business relationships between 
Allied and Avco Delta Corporation Canada Limited, see the caption “Future Operations and Manage- 
ment” above. 


Remuneration of Officers and Directors 

The following tabulation shows the aggregate direct remuneration paid by Avco and its subsidi- 
aries during the fiscal year 1966 (a) to each director and each of the three highest paid officers of 
Avco whose aggregate direct remuneration exceeded $30,000 and (b) to all 31 officers and directors of 
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Avco as a group, as well as the estimated amount of annual benefits which would be received by each 
such designated person or group under Avco’s Pension Plan (as amended in 1967) upon retirement at 
age 65 and assuming no change in present rates of compensation: 


Estimated 
Capacities in which annual 
remuneration Aggregate retirement 
Name was received remuneration® benefits 
Kendrick R. Wilson, Jr. Chairman of the Board $ 267,500 $ 50,970 
James R. Kerr President 267,500 47,010 
Earl H. Blaik Chairman of the Executive 188,750 _ 
Committee 
Matthew A. McLaughlin Vice President and General 145,833 18,750 
Counsel 
Arthur R. Kantrowitz Vice President 146,731 23,790 
Arthur E. Rasmussen Financial Vice President 143,333 27,810 
Richard W. Yantis Chairman of the Board, 143,971 16,650** 
Avco Delta Corporation 
Canada Limited 
All 31 officers and directors 2,613,334 390,970 


as a group 


* Includes (i) salary and (ii) incentive compensation accrued in 1966 but paid in 1967 pursuant to Avco’s Incen- 
tive Compensation Plan described below. 


** Mr. Yantis’ estimated retirement benefits are pursuant to a contributory pension plan of Avco Delta Corporation 
Canada Limited, to which he made a required contribution of approximately $1,388 and Avco Delta Canada contributed 
approximately $1,000 for his account during the 1966 fiscal year. 


Employment Agreements 


Avco entered into agreements with Messrs. Wilson and Kerr on October 26, 1962, pursuant 
to which each will be employed in a full-time executive capacity until November 30, 1969, and 
indefinitely thereafter unless the agreements are terminated upon 90 days’ notice by either party. 
Each will receive compensation at his present annual salary rate of $130,000 and $120,000, respectively, 
except that the Board of Directors may increase such salaries effective on the date of any annual 
meeting of the Board. 


Upon cessation of such full-time employment, Messrs. Wilson and Kerr will each be employed 
as consultants to Avco and its subsidiaries until their respective normal retirement dates under Avco’s 
Pension Plan at an annual salary of $25,000. In addition each will be entitled to an aggregate amount 
equal to $10,000 multiplied by the number of full years or part thereof of his employment as a con- 
sultant by Avco, to be paid in installments following the cessation of his employment as a consultant. 
Mr. Kerr will also receive an aggregate amount equal to the sum of (i) $53,000, (ii) $10,000 multiplied 
by the number of full years or part thereof of his full-time employment by Avco since October 26, 
1962, and (iii) a cost of living factor at the rate of 3% compounded annually from October 26, 1962, 
on said $53,000 and on the accumulating balance of said $10,000 amounts, such amount to be paid 
to him in installments following the cessation of his full-time employment by Avco. In the event of 
the death of either individual prior to the receipt by him of the aggregate amounts specified in the two 
preceding sentences, the unpaid balance of such amounts will be paid to his legal representatives. 


Pursuant to an agreement with Avco which was also entered into on October 26, 1962, Mr. Blaik 
will be employed in a full-time executive capacity until February 15, 1969. He will receive compensa- 
tion at his present annual salary rate of $95,000, except that the Board of Directors may increase such 
salary effective on the date of any annual meeting of the Board. 
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Avco entered into a revised agreement with Mr. McLaughlin on June 12, 1967, providing for his 
employment in a full-time executive capacity until December 1, 1968, or such later date as may be 
mutually agreed upon. He will receive compensation at his present annual salary rate of $75,000, 
except that the Board of Directors may increase such salary effective on the date of any annual meeting 
of the Board. Upon cessation of his full-time employment, Mr. McLaughlin will be employed until 
his death as a consultant to Avco and its subsidiaries at an annual salary of $15,000 during the first 
10 years of such part-time employment and $5,000 annually thereafter. In the event that Mr. 
McLaughlin dies during his full-time employment by Avco or during the first ten years of his part-time 
employment, Avco will make payments to Mr. McLaughlin’s widow, or certain other designated benefi- 
ciaries, at the rate of $5,000 a year for the period commencing with the date of his death and ending 
ten years after the cessation of his full-time employment. 


Under each of the foregoing contracts, the individuals have agreed that, during the period they are 
receiving compensation from Avco, they will not engage, directly or indirectly, in any business com- 
petitive with that of Avco or its subsidiaries except with the written consent of Avco. During their 
full-time employment, each will be eligible to participate in Avco’s Incentive Compensation Plan and, 
with the exception of Mr. Blaik, Avco’s Pension Plan. 


Avco Delta Corporation Canada Limited entered into an agreement with Mr. Yantis effective 
December 7, 1964, providing for his employment in a full-time executive capacity until December 31, 
1968. He will receive compensation at his present annual salary rate of $82,500 (Canadian), except 
that the Board of Directors of Avco Delta Canada may increase such salary effective at any time in 
the future. Under such contract, Mr. Yantis has agreed not to engage, during the period of his employ- 
ment, either directly or indirectly, in any business competitive with Avco, Avco Delta Canada or any 
subsidiaries of Avco Delta Canada except with the written consent of Avco Delta Canada. 


Incentive Compensation 


Avco’s Incentive Compensation Plan, which was last approved by the stockholders at the 1965 
Annual Meeting, provides that there shall be payable thereunder to eligible officers and employees an 
amount equal to 10% of the amount by which Consolidated Earnings, as defined, exceed 8% of 
Consolidated Capital, as defined, as determined at the end of the fiscal year by Avco’s independent 
auditors. 


“Consolidated Earnings” is defined to mean the consolidated net earnings of Avco and sub- 
sidiaries (determined in conformity with generally accepted accounting principles), before inclusion 
of Avco’s equity in the earnings or losses of Excluded Subsidiaries, as defined, and before deduction of 
(i) federal and foreign income taxes of Avco and subsidiaries (other than Excluded Subsidiaries) and 
(ii) the incentive compensation payable under the plan. “Consolidated Capital” is defined to mean the 
stockholders’ equity in Avco and subsidiaries, less the aggregate amount of any equity investments in, 
advances to or accounts with Excluded Subsidiaries. “Excluded Subsidiaries” are defined to mean all 
subsidiaries (majority owned and 50% owned companies ) other than (x) consolidated subsidiaries and 
(y) non-consolidated subsidiaries in which Avco owns directly or indirectly 80% or more of the voting 
stock. Avco’s Board of Directors has recently amended the plan in order also to exclude Paul Revere 
and its subsidiaries for the 1967 fiscal year, if the exchange offer to Paul Revere’s stockholders becomes 
effective as specified above. 


For each fiscal year, the Board of Directors determines those persons or classes of persons among 
the officers and employees of Avco and its subsidiaries (other than Excluded Subsidiaries) who will 
be eligible to participate in the Incentive Compensation Plan and also determines the extent to which 
the Chairman of the Board is to participate. The Chairman thereupon determines which of the persons 
among the eligible persons or classes of persons (other than himself) so designated are to participate 
and the amount of such participation. 
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Avco paid a total of $4,915,713 under the Incentive Compensation Plan to all of its employees as 
a group for the 1966 fiscal year. Of this amount, $1,301,071 was paid to all officers and directors as a 


group. 


Stock Options 

Avco’s Stock Option Plan, which was last approved by the stockholders at the 1960 Annual 
Meeting, provides for the granting of options to acquire shares of the common stock of Avco in 
cumulative installments over a five-year period at an option price which must be at least one-eighth 
of a point above the closing market price of such stock on the New York Stock Exchange on the 
date the option is granted. The consideration for the granting of options under the plan is in each 
case the benefit resulting from the continuation of faithful service to Avco by the optionee, and the 
optionee’s right to exercise his option vests in three equal annual installments commencing one year 
from the date of grant. 

Each option which is presently outstanding under the Stock Option Plan is, and each option to be 
granted in the future pursuant to the terms of the plan will be, a “qualified stock option”, as defined in 
Section 422 of the Internal Revenue Code of 1954. 


Since December 1, 1965, the only options granted to any officer or director of Avco were to 
purchase 3,500 shares on or prior to February 16, 1971 at an option price of $26.875 per share, 1,000 
shares on or prior to May 20, 1971 at an option price of $24.50 per share, and 1,500 shares on or prior 
to August 15, 1972 at an option price of $60.125 per share. 

During the period from December 1, 1965 to August 31, 1967, options to purchase a total of 
29,493 shares were exercised by all officers and directors as a group. Mr. Wilson purchased 10,000 
shares at a price of $23.50 per share, and the closing market price of Avco’s common stock on the New 
York Stock Exchange on the date of such purchase was $42.625 per share. The remaining shares 
were purchased at prices ranging from $19 to $26.875 on dates when the closing market prices of Avco’s 
common stock on the New York Stock Exchange ranged from $24.875 to $59. (See the heading 
“Comparative Market Prices” above for information as to the market prices of Avco’s common stock 
by quarter since January 1, 1965.) 

Mr. Yantis recently purchased from Avco Delta Corporation Canada Limited 6,000-of its common 
shares at a price of $18.90 (Canadian) per share pursuant to an option granted to him by Avco Delta 
Canada in June 1964. Shortly after his acquisition of such shares, Mr. Yantis sold them to Avco Delta 
Corporation at a price per share equal to the $57.125 closing market price of Avco’s common stock on 
the New York Stock Exchange on the date of sale. 


ADDITIONAL FINANCIAL STATEMENTS 


Set forth on the following pages are additional financial statements relating to Avco and Paul 


Revere. 
Submitted by order of the Board of Directors. 


=A de Mm, TERA 


New York, New York Gorpon M. Tutte, Secretary 
September 19, 1967 


It is important that as many shares of Common and $4.50 Cumulative Con- 
vertible Preferred Stock of Avco as possible be represented at the Special 


Meeting of Stockholders. All stockholders are accordingly urged to date, sign 
and mail the accompanying proxy promptly in the return envelope supplied. 
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REPORT OF CERTIFIED PUBLIC ACCOUNTANTS 


The Board of Directors and Stockholders 
Avco CoRPORATION 


We have examined the accompanying statement of consolidated financial position of Avco Cor- 
poration at November 30, 1966, the related statements of consolidated earnings for the five years then 
ended and of additional paid-in capital and of retained earnings for the three years then ended. 
We have also examined the accompanying statement of consolidated financial position of Avco Delta 
Corporation at November 30, 1966 and the related statements of consolidated earnings and of addi- 
tional paid-in capital and of retained earnings for the two years then ended. Our examinations were 
made in accordance with generally accepted auditing standards, and accordingly included such tests 
of the accounting records and such other auditing procedures as we considered necessary in the circum- 
stances. It was not practicable to confirm amounts due to Avco Corporation from the U. S. government, 
as to which we satisfied ourselves by means of other auditing procedures. 


In our opinion, the statements mentioned above present fairly the consolidated financial position 
of Avco Corporation at November 30, 1966 and the consolidated results of its operations for the 
five years then ended, and the consolidated financial position of Avco Delta Corporation at Novem- 
ber 30, 1966 and the consolidated results of its operations for the two years then ended, all in con- 
formity with generally accepted accounting principles applied on a consistent basis during the periods. 


We have also reviewed the compilation of the pro forma financial statements shown elsewhere 
herein. In our opinion, these pro forma statements have been properly compiled on the bases stated. 


ArTHuR Younc & COMPANY 


New York, N. Y. 
July 28, 1967 


REPORTS OF CERTIFIED PUBLIC ACCOUNTANTS 


The Board of Directors and Stockholders 
THE PAuL REVERE CORPORATION 


We have examined the accompanying consolidated balance sheet of The Paul Revere Corpora- 
tion at December 31, 1966 and the related consolidated statements of income and earned surplus 
for the two years then ended. We have also made an examination of the condensed financial 
statements of The Paul Revere Corporation (not consolidated) at December 31, 1966 and for the 
two years then ended included in Note 1 to the accompanying financial statements. Our examinations 
were made in accordance with generally accepted auditing standards, and accordingly included such 


tests of the accounting records and such other auditing procedures as we considered necessary in 
the circumstances. 


In our opinion, the statements mentioned above present fairly the financial position of The Paul 
Revere Corporation (Company and consolidated) at December 31, 1966 and the related results of 
operations for the two years then ended, in conformity with generally accepted accounting principles 
(see Note 2 with respect to the equity in earnings and net assets of The Paul Revere Life Insurance 
Company ) applied on a consistent basis during the period after the restatement mentioned in Note 2 
to the accompanying consolidated financial statements. 


ArTHUR YOUNG & COMPANY 


Boston, Massachusetts 
May 31, 1967 


The Board of Directors 
Tue PAut Revere Lire INsuRANCE COMPANY 


We have examined the accompanying balance sheet of The Paul Revere Life Insurance Com- 
pany at December 31, 1966 and the related statements of income and surplus for the two years then 
ended. Our examination was made in accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. The amounts at which the actuarial items are stated in 
the financial statements were certified by the Division of Insurance of the Commonwealth of Massa- 
chusetts. 


In our opinion, based upon our examination and upon the aforementioned certification of actuarial 
items, the statements mentioned above present fairly the financial position of The Paul Revere Life 
Insurance Company at December 31, 1966 and the results of its operations for the two years then 
ended, in accordance with accounting practices prescribed by the Division of Insurance of the Com- 
monwealth of Massachusetts, applied on a consistent basis during the period. As described in Note 1 
to the accompanying financial statements, these practices differ from accounting principles generally 
accepted for use by other industries. 


ARTHUR YOUNG & COMPANY 


Boston, Massachusetts 
May 31, 1967 


AVCO CORPORATION 
CONSOLIDATED FINANCIAL POSITION (NOTE 1) 


ASSETS 
November 30, May 31, 1967 
1966 (unaudited ) 
Current assets: (Stated in thousands of dollars ) 
Cashvie sas cE). cate oe ees. Ss. Reece? i ae $ 26,447 $ 41,679 
Marketable securities, at cost (approximate market) ............ccceeeeeaee 6,841 2,098 
Receivables (including amounts due from U. S. government — $62,241,000 in 
1966: 7959, T49 000FIn OCT )mercmn omic cc tee ciate cee oe srteesinrarie ete 113,843 113,676 
Allowances’ for losses and discounts Ses. se. 2... tees seas tele et aes es (912) (1,012) 
Netvaccountsereceivable mae damieenieicisiieiane ecnenacin nanan anes 112,931 112,664 
Inventories, at the lower of cost or market (Note 2): 
U.S) govemment contracts and) subcontracts \.... aes ts nei: ayemiienis - « 110,324 168,746 
Progress “payments® ha. a. Sera et | OM meet ome ts Cea Oe Me (39,520) (74,784) 
70,804 93,962 
Civilian: 
Finished goods eens. teee res are os ee EEO EE atone 16,525 22,921 
Work in process, raw materials and parts ...........scseeeeeecaees 34,980 41,964 
Total;inventories: 70s eee nes coe ee eoneree 122,309 158,847 
‘Totalécurrenti assets acc ete oaks « Lette Retaee ofete. aeaamatee olay, 268,528 315,288 
Property, plant and equipment, at cost (Note 3): 
Lian rene cetno Wea het tec e ers Ree nia Cie 5 fe eabetet xs naseeishoven ster atusl opmetenone 2,999 3,132 
jayuublap boyd} hovel shemtepdenciorVyole} y gn Goduvavocnonnacbesonunonbdsdedounucusdonduc 68,304 69,991 
Machinery and equipment = incsiia tense cos ss eR ee sone ee ae cents 62,293 66,327 
Furniture; automobilesss etc, aren ert atl. «cis saettoils 0.0 vl akslers a tretcreont 10,550 11,251 
Patterns, dies, figs and special: toolsen act .c.0¢ oo wie «SME all ole ce ac ules on ate. « 5,057 5,311 
Gonstruction in’ progress Maca cn mieciie tore eincls.« «a atieteen: «arotonen waeriirarenr ees 4,336 9,650 
153,539 165,662 
Accumulated fdepreciation sarc a teaiann «vo «1 Aen ere is emer arg eens (77,941) (81,963) 
Net property, plant and equipment ...............ceecceeseveues 75,598 83,699 


Investment in Avco Delta Corporation, at equity in net assets which include 
$55,307,000 in 1966 and $55,388,000 in 1967 of cost in excess of Avco Delta’s 
acquired equity in net assets, which excess is being carried without amortization 


(Note 1) 106,169 109,705 
Other assets: 

Miscellaneous) investments, at) cost”... 45 nricinss eee eee Teor cea monte. 9,986 12,723 
Intangible assets recognized in acquisitions of non-finance businesses, being 

Carried) withoutvamortizationa( Note, 3) i. elas. Meee athena doles & 20,227 20,227 

Other intangible assets, at cost less amortization (Note 3) ........eseceeeees 604 518 

30,817 33,468 

$481,112 $542,160 

———_ | 1 


See accompanying notes. 
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AVCO CORPORATION 


CONSOLIDATED FINANCIAL POSITION (NOTE 1) 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


November 30, May 31, 1967 
1966 


(unaudited ) 
Current liabilities: (Stated in thousands of dollars ) 
Notes payable: 

Banksourneny Weaeseat, si, Bek, bare ev). Ae eh OR ER ee $ — $ 2,613 
Commercial’ paper® see cea. Se, | ee eee ‘enaetety = 50,950 
ACCOUNTS Sa Val Cumin tre tray hap th. Seete gf tio: 5. ee hot, eee, eee 37,149 44,996 
We Ss federal fand=@anadiansincome) taxes sn | eee ee eee 92,938 13,765 
OUT TERT y+) ac 5'os Dome See RS knee oo ae ere 6,637 6,804 
Accrued fsalarieswandawaves Mette eae Aer. Snes. . eee ne ae, A 18,279 18,885 
Othersacerucd@liabilitiess screens ea tues ns soe one ete ae oan 15,937 14,280 
Long term debt installments due within one year .................-0.-.000- 2,904 2,766 
otalecurrent. Habilities ete ee he ee ee eee 103,844 155,059 
Bong teritdebin(Note 4) taprantiable. i semen yo 1 DOREY, 0: 124,341 124,611 


Contingent liabilities (Notes 1 and 8) 
Stockholders’ equity: 
Preferred stock, without par value: 
Authorized: 200,000 voting shares 


Designated and issued: $4.50 cumulative convertible, stated at liquidating 
vValueroias lUOspersshare—(G5,000Esharesm: |. een clei 3,500 3,500 


Common stock, par value $3 per share: 


Authorized: 20,000,000 shares 
Issued: 13,961,877 shares in 1966; 14,124,569 in 1967 ................ 41,886 42,374 
Reserved: 564,633 shares in 1966; 401,738 in 1967 (Note 5) 


Additional, paid-inecapital \Meeetiraeri ais wceseee ces ave opines « svel -owemints oteyt 80,880 82,919 
Retained. Garmin gsm Note’ 6) tenemos. . Luerermrees os cscs cw nee been ae nt 126,715 133,700 
252,981 262,493 

Cost of common stock held in treasury: 1,900 shares in 1966; 100 in 1967 (54) (3) 
Total’ stockholders@ equity: 1.0 0:00. so; tite ee ces a ete 252,927 262,490 

“$481,112 $542,160 


See accompanying notes. 
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AVCO CORPORATION 
CONSOLIDATED ADDITIONAL PAID-IN CAPITAL 


Year ended November 30, Soar. once d 
1964 1965 1966 (unaudited ) 
(Stated in thousands of dollars ) 
Balancesat besinnin clot neriodassr tec ernie t rita nee $34,725 $32,893 $77,789 $80,880 
Excess of market price over par value of common shares 
issued in exchange for shares of Avco Delta Corporation 
Canada Limited (formerly Delta Acceptance Corpora- 
tion Limited) (shares issued: 2,340,456 in 1965 and 
66:S00" in), 966) ee ee cis ero mise ko eee — 44,176 1,238 = 
Excess of proceeds received over par value of common 
stock issued on exercise of options (Note 5) ......... 417 433 1,032 Thi) 
Excess, over par value, of principal amount of 5% con- 
vertible subordinated debentures converted into com- 
mon shares, after adjustment for purchase of fractional 
shares, etc.: 
Number 
of 
Principal common 
amount shares 
1964. gt ee Nac eas tue $ 192,000 16,547 141 
T9654 ek aed etc 385,000 33,407 287 
OGG) 4. ccecpatee it eee ees 1,102,000 95,674 821 
967 2... ee ee 1,252,000 108,684 924 
Excess of purchase price over $2,230,000 principal amount 
of 5% convertible subordinated debentures purchased 
for*retirement 2). ae ee ee Oe Le. eee (2,390) — — — 
Balancewatt end of period eee ene ee $32,893 $77,789 $80,880 $82,919 


CONSOLIDATED RETAINED EARNINGS 


Six months ended 


Year ended November 30, May 31, 1967 
1964 1965 1966 (unaudited ) 
(Stated in thousands of dollars) 
Balancesat becinning of period meee ek ae nae an ee $ 87,135 $ 98,718 $109,406 $126,715 
Net2 earings. 2.8 Sake ees Serre nee eS. 22,645 24,433 32,014 15,487 
109,780 12Z3U51 141,420 142,202 


Cash dividends declared: 


Preferred stock ($1.12% per share in 1965; $4.50 per 
share in 1966; $2.25 per share in the six months ences 
May: 31-1967 ieee eee re eae eee — 39 158 79 
Common stock ($1.00 per share in 1964 and 1965; $1.05 
per share in 1966; $.60 per share in the six mon 


ended, May 3 19el 96 4) muni <stoneacine odes chev sicssdas oe 11,062 13,706 14,547 8,423 
11,062 13,745 14,705 8,502 
Balance at endiof period (Note 6) ss... eee $ 98,718 $109,406 $126,715 $133,700 


See accompanying notes. 


AVCO CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


NOTE 1— Principles of consolidation 

The consolidated financial statements of Avco Corporation include the accounts of all wholly-owned subsidiaries 
other than finance subsidiaries (operated through Avco Delta Corporation). The consolidated financial statements 
of Avco Delta Corporation are shown separately. The net assets shown by the books of the consolidated subsidiaries 
exceeded the amount at which Avco’s investments therein are carried on its books by $37,099,000 at November 30, 
1966 and $38,687,000 at May 31, 1967. These amounts (representing undistributed earings of the consolidated 
subsidiaries from dates of acquisition) have been included in retained earnings in the statement of consolidated financial 
position. Intercompany transactions and profits have been eliminated in consolidation. 


The accounts of Avco’s consolidated foreign subsidiaries have been translated into U. S. dollars generally as 
follows: all assets, except property, plant and equipment, and all liabilities at the rate of exchange at the end of the 
period; income and expense accounts, excluding depreciation, at the average exchange rate for the period; and all 
other accounts substantially at the exchange rate prevailing at the time of the original transaction. The net adjust- 
ments, which were not material, have been reflected in earnings. 


At November 30, 1966 and May 31, 1967, Avco was contingently liable with respect to approximately $21,200,000 
and $31,360,000, respectively, of receivables from commercial customers sold to Avco Delta. 


NOTE 2 — Inventories 

U. S. government contracts and subcontracts are stated at accumulated costs less the estimated average cost of 
items delivered (computed from accumulated costs plus estimates of costs of completion) and less, where applicable, 
allowance for estimated losses to be sustained on completion. Civilian inventories are stated at the lower of cost 
(determined substantially by the “first-in, first-out’ method) or realizable market after allowance for obsolete and 
slow moving items. It is impracticable to segregate inventories of raw materials and parts from work in process. 


Inventory balances, before deduction of progress payments were as follows: $63,318,000 at November 30, 1961, 
$105,931,000 at November 30, 1962, $87,099,000 at November 30, 1963, $97,958,000 at November 30, 1964, 
$104,818,000 at November 30, 1965, $161,829,000 at November 30, 1966, and $233,631,000 at May 31, 1967. 


NOTE 3— Property, depreciation and amortization 
Depreciation of property, plant and equipment is provided on the basis of the estimated useful lives of the 
various classes of depreciable assets which were as follows for the principal asset classifications: 


Broullelingasy ainel, {iaeeMONKSTNSMIS 99505 n0bneosedbeberosncass 5 to 50 years 
Machineryamandmequipimnent =e ean) ian en ree - 4 to 15 years 
Kurmituresandsolicesequipment s,s eeeatneieelene eae 5 to 20 years 
Atitosmatrucksmancd aarp lacs merinanE ert een erie eae ae 3 to 6 years 
Panag, hiss, jee aracl Goetlli@@khy 5 6ccc00sc0ansenvaucece 3 to 10 years 


Avco and its domestic subsidiaries compute depreciation principally by the “straight-line” and “sum-of-the-years- 
digits” methods except that certain facilities certified by the U. S. government as necessary in the defense program are 
depreciated at rates established by the U. S. Emergency Facilities Depreciation Board for contract cost purposes which 
result in higher rates during the first five years of use thereof and lower rates thereafter; such facilities were 
substantially fully depreciated at May 31, 1967. Avco’s consolidated foreign subsidiaries compute depreciation 
principally by the “declining-balance” method. 


Avco and its subsidiaries follow the policy of capitalizing expenditures for expansion of plant facilities and 
expenditures which materially increase the life of the plant. Expenditures for maintenance and repairs are charged to 
earnings as incurred. 


At the time an item of property, plant and equipment which is depreciated as a unit is sold or retired, the difference 
between the net book value and proceeds from sale or retirement is charged or credited to earnings. When an item 
of property, plant and equipment depreciated as part of a group of assets is retired, the cost of the item is charged to 
accumulated depreciation; when such an item is sold, the difference between the net book value and proceeds is charged 
or credited to earnings. 


Amortization of patents is provided by the “straight-line” method over periods not in excess of the lives thereof. 
Amortization of license costs other than those recognized in acquisitions is provided by the “straight-line” method over a 
period of ten years. Intangible assets recognized in acquisitions of non-finance businesses are being carried without 
amortization subject to periodic review. 
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AVCO CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued ) 


NOTE 4— Long term debt 


Long term debt consisted of: 
_November 30, 1966 May 31, 1967 


(Stated in thousands of dollars) 


Notes payable to banks issued under revolving credit agreement ........ $ 72,500 $ 75,000 
4% % notes due in annual installments of $2,500,000 commencing October 
1, 1967 until October 1, 1985 when the balance of $5,000,000 is due ... 50,000 50,000 
5% convertible subordinated debentures maturing February 1, 1979 .... 2,825 1,573 
Miscellaneous (interest rates to 6% and maturities to 1978) ............ 1,920 804 
127,245 eas Mlr/ 
Installments due within one year (included in current liabilities) .... (2,904) (2,766) 
$124,341 $124,611 


An agreement with a group of banks provides Avco a revolving line of credit of $100,000,000 until April 15, 1970. 
Annual installments of long term debt, other than the revolving credit notes payable to banks, are $2,766,000 for the 
1968 fiscal year, $2,691,000 for the 1969 fiscal year, $2,611,000 for the 1970 fiscal year, and $2,546,000 for the 1971 


fiscal year. 


NOTE 5 — Common stock 

At May 31, 1967, Avco common stock was reserved for the following: exchange for minority interests in a sub- 
sidiary of Avco Delta Corporation, 14,510 shares; conversion of $4.50 preferred stock at $28.20 per share, 124,113 shares; 
and conversion of convertible debentures at $11.50 per share, 136,808 shares. There were also reserved under a stock 
option plan approved by Avco stockholders 126,307 shares of common stock and the following options, expiring at 
various dates between February 23, 1970 and January 27, 1972, were outstanding (of which options on 7,347 shares were 


exercisable at May 31, 1967): 
Market price on date 


ae Nae Option price option was granted 
granted shares Per share Total Per share Total 
TOGS meee cite 4,008 $22.625 to $25.375 $ 91,000 $22.50 to $25.25 $ 91,000 
OGG™. fo once 27,184 24.50 to 26.875 710,000 24.375 to 26.75 707,000 
196% 3 oe 1,000 28.625 29,000 28.50 29,000 
32,192 $830,000 $827,000 


Options which became exercisable and those exercised during the three years and six months ended May 31, 1967 
are tabulated below: 


Market price on date 


amber option became exercisable 


of Option price or was exercised 
shares Per share Total Per share Total 
Years became exercisable: 
19645 acct 43,822 $19.00 to $28.125 $ 974,000 $20.25 to $23.75 $ 951,000 
L965 ee teen 21,931 19.375 to 28.125 516,000 20.00 to 25.25 506,000 
O66 Sees 5,668 22.625 to 26.625 135,000 22.625 to 29.75 139,000 
LOGT Tie water 9,740 24.50 to 26.875 254,000 23.625 to 48.625 306,000 
Years exercised: 
19647 shee 37,787 $13.25 to $21.00 $ 530,000 $20.75 to $24.25 $ 836,000 
1 965 ar aad. 5 34,602 13.25 to 21.00 536,000 20.25 to 26.375 763,000 
L966 3a rer 56,766 19.00 to 25.625 1,202,000 24.50 to 31.00 1,537,000 
TOG Terie ere. 54,008 19.375 to 26.75 1,277,000 25.875 to 50.75 2,131,000 


The plan provides that the option price of each option must be at least % of a point above the closing market 
price of Avco common stock on the New York Stock Exchange on the date the option is granted. The first ¥% of the 
option stock may be purchased by the optionee at any time after one year from the date it is granted, the second 4 at any 
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AVCO CORPORATION 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 


time after two years from such date, and the third % at any time after three years from such date, provided that 
no part of such option may be exercised after five years from such date. 

When options are exercised, the excess of proceeds received over the par value of the shares issued is credited 
to additional paid-in capital. No charges are made against earnings in accounting for the options. 


NOTE 6 — Retained earnings 
For restrictions on the payment of cash dividends, see the heading “Capital Stock — Dividend Restrictions, etc.” 
appearing elsewhere herein. 


NOTE 7 — Retirement plans 

Avco and its domestic subsidiaries have had in effect since 1941 an insured contributory retirement and insurance 
plan in which substantially all salaried employees participate. No recognition is given in the plan to past services 
rendered by employees prior to adoption of the plan or their participation therein. Avco’s share of the cost of this 
plan was $2,699,000 in 1964, $2,775,000 in 1965, $3,262,000 in 1966 and $2,184,000 for the six months ended 
May 31, 1967. 

Trusteed non-contributory pension plans have been established under the terms of collective bargaining agree- 
ments which at May 31, 1967 covered substantially all of the hourly employees of Avco and its consolidated sub- 
sidiaries. The cost of these plans was $1,421,000 in 1964, $1,625,000 in 1965, $2,237,000 in 1966 and $1,320,000 for 
the six months ended May 31, 1967 of which $589,000 in 1964, $679,000 in 1965, $779,000 in 1966 and $386,000 for 
the six months ended May 31, 1967 was applicable to past service benefits. Unfunded past service costs, which are 
being funded on the basis of a level method over a period of thirty years, are estimated at $13,300,000 at May 31, 1967. 
NOTE 8 — Litigation 

See the caption “Background Information” appearing elsewhere herein for information regarding an action instituted 
against Avco in April 1967. 

NOTE 9 — Supplementary profit and loss information 
Year ended November 30, Six monthi'ended 
1964 1965 1966 May 31, 1967 
(Stated in thousands of dollars ) 


Maintenance and repairs, charged to: 


Costhot calesmeumamere tent err en Gans ace thins. oi «a $ 9,165 $ 9,875 $14,141 $8,289 
Selling and administrative expenses .............. 240 213 198 147 

HL Otal Mee ieracaker iho t eho nal $ 9,405 $10,088 $14,339 $8,436 

Amortization of intangible assets, charged to cost of sales $ 146 $ 136 $ 172 $ 86 


Taxes, other than U. S. federal and Canadian income 
taxes, charged to: 


Costiot salesmnene.ccssccrcus car tseiad tee cigerone sodeBoserate.s $ 8,076 $ 7,459 $11,614 $8,034 
Selling and administrative expenses .............. 2,118 2,029 8,039 1,565 
FLOtGL Mei ene intr cate cae» y $10,194 $ 9,488 $14,653 $9,599 

Composed of; 
SOGIAUBSGOUEILU TN an cine cn ORR GUNA se ov Wn $ 6,672 $ 6,203 $ 9,986 $7,224 
Real estate and personal property ......... a 1,721 1,574 2,040 1,149 
Stale cormoratemncy cron wunntnecwn wore sas se 1,465 1,341 2,063 756 
Miscellaneous tans sich eet e EAL. Pie 336 370 564 470 
LOCAL METER OM aie ihn iced ret $10,194 $ 9,488 $14,653 $9,599 

Rents, charged to: 
Cost of saletweer eer laa meme is ce awd $ 4,214 $ 5,300 $ 5,536 $2,411 
Selling and administrative expenses .............. 1,299 1,238 1,014 576 
LOCAL AE Ran: tian aiid ate tale $ 5,513 $ 6,538 $ 6,550 $2,987 
Royalties, charged to cost of sales ..............0suue $ 646 $ 736 $ 932 $ 431 


No management or service contract fees were paid. 


Depreciation of property, plant and equipment charged to earnings, set forth separately in the statement 
of consolidated earnings, is principally applicable to cost of sales. 
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AVCO DELTA CORPORATION 


CONSOLIDATED FINANCIAL POSITION 


ASSETS 


Marketable securities, at cost (approximate market) ................-2.-0005- 


Receivables (Note 2): 
Retail installments 5 caps seen ogc Ce cae RITE liso RRMA oa ee dep) Ck = cea 
OATS nascar ais CR oC 6 ae PE: OSE s <:\c ReE ee clicsigen ave 
Wholesale (on Avco New Idea farm equipment) .................02+005- 
Other wholesaletand:miscellancous sen eer eae. | eee: oa ee 


Uneamed discount and service charges .............-0ceeeeeeeavees 
Allowance, for-Jossess, satneaetih, ane 260s 3 ae, Bedeot pet ae 


INGEMTECEIVADIES J 18 were csc Ls. TERT EET. a: 'o. 5 ER aM Meteor tetany: 
Other jcurrent assets eeetoke cis opcueiiauceaae ae ic eon ee Bee ii 9 
Total fcurrent assets are neo... Ae ect re ae 


Netiassetsiofansurancelsubsidiariesm (Notes) eerie eer eee 


Property and equipment and deferred expenses at cost less accumulated deprecia- 
tion and “amortization Sime) 22. See ek ee eons). Ee ee ae ee 


Excess of cost of investments in subsidiaries over acquired equity in net assets, 
beingacarried without amortizationuemei eerie i.e ie ene 


LIABILITIES AND STOCKHOLDER EQUITY 
Notes payable: 
Bas og etre e  eEL LR Re Sake ee ene s > amen eae 
Commercial paper <2 Fae t-. o aa he eee ho 3. RS 8 = Sere 
Long term debt installments due within one year .....................5. 


Savingsvdéposits) « rete we. PER cee Ee... > ee Soe 
Accountsepay able andra ccruedsliabilitics mest nite) ener rie Weitere 
U. Si dederal/and Canadiansincome:taxesex. .. . . HHRPIE=M .. Seen ceo. otbsuaeeees 
Dealers’ reserves and hold backs”. 5 o:5 05.00 cise ape is es oe ee ee 


Long-termydebt:(.Note’ 3.)::.ceewetacas « cake. Geseone cscs ork a ae 
Minorityzinterestungsubsidiarya UNOterL) mem iene nari en neem ete ne 


Stockholder equity (Note 1): 
Capital stock, no par value: 
Authorized: 1,000 shares 


issued and -outstanding: ss G0Gashares® «a. | Se er. 
Additional ‘paidan'reapital ei eeA Ge co ac:. ERB es . Sane enee coe ee 
Retatged earningss((Note:4,) eenmgn cic SERN... vc. MRE: © wea eserns 
‘Fotalastockholdertequity, < ..\sheeee <: aaeeice te ee 


See accompanying notes. 
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May 31, 
November 30, 1967 
1966 (unaudited ) 
(Stated in thousands of dollars) 
$ 33,913 $ 20,741 
333 2,194 
237,440 251,834 
179,110 196,374 
21,198 31,358 
11,182 11,101 
448,930 490,667 
(51,441) (57,694) 
(7,574) (8,463) 
389,915 424,510 
3,194 3,381 
427,355 450,826 
6,839 6,989 
3,835 Sao, 
55,307 55,388 
$493,336 $516,958 
$ 93,710 $ 76,085 
102,930 97,734 
6,820 6,578 
14,167 13,606 
7,324 6,991 
2,572 2,205 
7,086 7,946 
234,609 211,145 
147,694 191,361 
4,864 4,747 
33,850 33,850 
63,857 63,909 
8,462 11,946 
106,169 109,705 
$493,336 $516,958 


AVCO DELTA CORPORATION 


CONSOLIDATED EARNINGS 


Six months 
Year ended November 30, wee ee 
1965 1966 (unaudited ) 
(Stated in thousands of dollars) 

Revenues: 
Interest, discount and service charges of finance companies ...... $40,317 $56,279* $33,928 
Income of insurance subsidiaries before income taxes ............ 881 1,649* 743 
41,198 57,928 34,671 

Expenses: 
Interest oxtllongiterm. debt@. .....202 4.5 Jece nn. s oss. seme 4,332 7,871 4,890 
Other: interest eeeneete eG. Bowk. Asse. feces ial Reow ae. 7,384 9,826 5,899 
Provision for losses on collection of receivables ................ 5,211 6,345 3,497 
Other: operating expenses ac ace eee reer eae <5) «8 eR rel 16,198 23,011 13,515 

Income taxes: 

RSs federal is neo ak «peers ea Rem re ks uve «cn ee CRMC 2,478 3,438 1,668 
Ganadianefederaluandsprovincial ein: caer 1,568 2,150 1,582 
37,171 52,641 31,051 
Hanning smocrore Mnoritysinterester rarer eit ieiei-eye s/c) icl= ieee ters 4,027 5,287 3,620 
Preferred stock dividends paid by subsidiary ...................... 466 386 136 
Net, Carmings 2124 eee er ieren iecaas ere ae nee ok « Se nee $ 3,561 $ 4,901 $ 3,484 


* Revenue classifications for 1966 have been restated to conform to 1967 classifications. 


CONSOLIDATED ADDITIONAL PAID-IN CAPITAL 


Six months 
Year ended November 30, M — ea 
1965 1966 ( unaudited ) 
(Stated in thousands of dollars ) 
Balancesatabeginnine sols pcri0d ae eREr nnn ern. nine a. 1 iene: oe $62,122 $63,857 
Contribution by Avco Corporation of shares of a subsidiary of Avco 
DeltaxCorporations (Notes |) maar une ans Se ee). 2 ee $62,122 1,735 52 
Balancezatendi of period Maret. eth. as te. Le ae $62,122 $63,857 $63,909 
CONSOLIDATED RETAINED EARNINGS 
Six months 


Year ended November 30, y49.°91°1967 


1965 1966 (unaudited ) 

(Stated in thousands of dollars ) 
Balancesate beginning rots period marr nei einen inner 3 $ 3,561 $ 8,462 
Nettearmings ree eran rere a. orca te crarsha aie ncicieotate eases ee Rene $ 3,561 4,901 3,484 
Balancesataencsotaperiod a (Note: 4))ma erin irene nin ei eanammennem $ 3,561 $ 8,462 $11,946 


® Avco Delta Corporation had mo operations prior to December 7, 1964. (Note 1.) 
See accompanying notes. 
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AVCO DELTA CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


NOTE 1— Principles of consolidation 


Avco Delta Corporation, a wholly-owned subsidiary of Avco Corporation, had no operations prior to December 
7, 1964. As of that date Avco Delta acquired, through a capital contribution from Avco to its additional paid-in 
capital, substantially all of the outstanding common shares and a significant portion of the outstanding preference 
shares of Delta Acceptance Corporation Limited, stated at the market value of the Avco shares exchanged for Delta 
shares. Delta’s name was subsequently changed to Avco Delta Corporation Canada Limited. Shares of Avco Delta’s 
capital stock were sold to Avco for $23,800,000 and $10,000,000 cash during 1965 and 1966, respectively. Minority 
interest in subsidiary is represented by 542% to 6% cumulative preferred stock, $100 Canadian par value, of Avco 
Delta Canada. 


Avco assists Avco Delta in arranging and obtaining financing, and Avco Delta purchases wholesale receivables 
acquired by Avco in the sale of farm equipment; in all other material respects the operations of Avco Delta are separate 
and distinct from those of Avco. 


The consolidated financial statements include the accounts of all subsidiaries except insurance companies; com- 
bined assets ($16,100,000 at November 30, 1966, and $16,779,000 at May 31, 1967) less combined liabilities ($9,261,000 
at November 30, 1966, and $9,790,000 at May 31, 1967) of insurance companies are shown separately in the state- 
ments of consolidated financial position and their income before income taxes is shown separately in the statement 
of consolidated earnings. 


Canadian dollar amounts have been translated at the established rate of exchange of $1 Canadian = $.925 U. S. At 
November 30, 1966, $210,961,000 of current assets and $15,073,000 of current liabilities and long term debt were 
represented by accounts to be settled in Canadian funds; at May 31, 1967, these amounts were $219,039,000 and 
$12,289,000, respectively. 


Investments in consolidated subsidiaries are carried on Avco Delta’s books at $48,852,000 at November 30, 1966 
and $46,536,000 at May 31, 1967 in excess of the net assets shown by the books of such subsidiaries. In consolida- 
tion $54,514,000 at November 30, 1966 and $54,595,000 at May 31, 1967 have been included in excess of cost of 
investments in subsidiaries over acquired equity in net assets which is being carried without amortization subject to 
periodic review, and $5,662,000 at November 30, 1966 and $8,059,000 at May 31, 1967 (representing undistributed 
earnings of the consolidated subsidiaries from dates of acquisition) have been included in consolidated retained earn- 
ings. Excess of cost of investments in subsidiaries over acquired equity in net assets includes the cost of investments 
by a subsidiary of Avco Delta over acquired equity in met assets (amounting to $793,000), being carried without amor- 
tization. Intercompany transactions have been eliminated in consolidation. 


NOTE 2— Receivables 


Receivables mature in monthly installments, generally over periods from one to thirty-six months (certain types of 
receivables mature over periods from one to sixty months) and consequently include installments due after one year. 
Such installments have been included with current assets in conformity with generally recognized trade practice. It is 
estimated that approximately 50% of the receivables at November 30, 1966 and May 31, 1967 were due after one year. 


Unearned discount and service charges represent the portion of interest, finance charges, etc. included in the 
original face amount of the related receivables which is deemed to be unearned at the statement date. A portion of 
such charges is taken into income at the time of purchase of each receivable to offset acquisition costs, and the balance is 
credited to income over the terms of the related receivable approximately in proportion to the uncollected balance of 
principal. Interest on loans which do not include interest ior finance charges in the original face amount is taken into 
earnings generally as accrued, and interest accrued at the statement date has been included in receivables. 
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AVCO DELTA CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued ) 


NOTE 3— Long term debt 
Long term debt consisted of: 


Senior notes payable — 


64%2% 


due May.25501 067 ee aw EAR in 2 - 


534. Yedue August 1, 1969 .. AVetee0).00G12.).. 


64% 
63% % 


die February 15, 19700 feet eee. 
due September 15, 1971 ................ 


6% due: Jineghel07Seqcet eatRRAaeaNeROe « 


6% due March 1, 1974 


614% 
5%2% 
542% 
6% % 
634 % 
6% % 
6% % 


due January 1, 1975 
duepMarch@ ler) O75 prea tr a. cea: 
Guez Aprile 97/6 Menta eres cso. o.0 0 tence’ 
due March 15, 1977° 
dues Marche 5810/7 -ceereserereiteises > - 
dué JunceL. £197S"g., pee ae, SE. . 
due*jJunewianlO7S*= peer fe ees ees 


Sb Comauem Septem bene ae O7 Oumar ries 


5% % 
53% % 
5% 7% 
6% % 


due July 1, 1980 
due November 15, 1980 
duevAprile@leloSlh saver. seek: BEI ee 
due October 1, 1981 


Total senior notes payable ............. 


Senior subordinated notes payable — 


44% 


due January 15, 1967 


5 eConauen| Une sss OOS tama en. 
GlomduewAugust 15 19609 8 ee ce ws suns ¢ 


5%4% 
644% 


6% due March 1, 1975 


due January 1, 1970 
Gueg Unep ll O74 meme ee oh iat. 


OFoeduerAprilgly 197 Gun Webaies. ce eee. +s 


512% 
64% 
644% 
542% 
5% % 
5% J 
55 % 
638 % 


GuewA prilia lel O7 GWE tes cies cs wt eis eal 
due "August? )2" LS7 Giese: . .. 3. even tes 
due March 15, 1977 
Cuew May ene O Girt tre cau cckaaa eo : 
duesSeptembers 1, 1979 gic. cae sen agate: 
due July 1, 1980 
due™ November 15,°1980" 7 00.3... 
Chie Seyeltererloes? I, Wee nosso asnonsu0on 


Total senior subordinated notes payable . . 


Required 
annual 
payments 
(as of 
May 31, 1967) 


$ 205,000/1967-1968 
50,000/1968-1969 
300,000/1967-1970 
800,000/ 1967-1972 
750,000/1968-1973 
334,000/1968-1974 
1,250,000/1968-1974 
175,000/1968-1975 
28,000/1968-1976 
18,000/1968-1976 
46,000/1969-1977 
46,000/1969-1977 
100,000/1970-1978 
1,395,000/1968-1979 
2,000,000/1968-1979 
1,875,000/1969-1980 
2,828,000/1969-1980 


35,000/1967 
127,000/1967-1968 

60,000/1968-1969 
250,000/1967-1973 
225,000/1968-1974 
100,000/1968-1975 
460,000/1968-1975 
160,000/1967-1975 
170,000/1968-1976 
100,000/1969-1977 

50,000/1970-1978 
390,000/1968-1979 
333,000/1968-1979 
364,000/1968-1980 
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November 30, 
1966 


May 31, 
1967 


(Stated in thousands of dollars ) 


$ 600 


462 
1,000 
23,250 
33,325 
9,890 
8,600 


107,863 


50 
185 
382 
240 
2,000 
2,025 
1,000 
4,600 
1,600 
1,700 
1,000 

500 
6,500 
5,550 
1,200 


28,532 


462 
1,000 
23,250 
33,325 
25,000 
37,700 


148,914 


185 
382 
180 
2,000 
1,800 
900 
4,140 
1,600 
1,700 
1,000 
500 
6,500 
5,550 
5,200 


31,637 


Required 
annual 
payments 
as of November 30, May 31, 
May 31, 1967) 1966 1967 

(Stated in thousands of dollars ) 

Junior subordinated notes payable — 
CHAYe cle Amge Ih IGA es Sokoban dbo eee $ 104,000/1967-1968 $ 312 $ 312 
616%) due December I= 1969) y.) ae ee cs 1,200,000/1969 1,200 1,200 
Cw volo: Averell) 15 MOO) se ne ebb bos bk eos oo mee 300,000/1968-1969 1,050 750 
64%2% due September 15, 1970 .............:.. 55,000/1967-1969 220 220 
636 Vomduer March! 1) 197.5) aera ierenen te ea 150,000/1968-1974 1,350 1,200 
69omduey Marcha \9 7.6 meee eee een ee 280,000/1968-1975 2,800 2,520 
G24. Som Guiew Mate hie le er O 71 eng 55,000/1968-1976 550 550 
SIE. Ghats rns I, AMSA! en Sac cldd des Sons gaewee 100,000/1969-1977 1,000 1,000 
58% due Julyalt 1980)... cee 300,000/1968-1979 5,000 5,000 
69or dues Novembern| oe OS 0 annie amnn ie nn 270,000/1968-1979 4,500 4,500 
Total junior subordinated notes payable . . 17,982 ae 

Sinking fund debentures — 

Ben Glo WyleiRooe dl, ME og oc occ ceoouvcaece Is yy/ 136 
‘Totaljlong-termsdebtwe merece ee eee 154,514 197,939 

Installments due within one year 
(included in current liabilities) ............... (6,820) (6,578 ) 
$147,694 $191,361 


AVCO DELTA CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued ) 


* Payable in Canadian funds by a subsidiary of Avco Delta. 
°° Payable in Canadian funds. 


Annual installments of long term debt at May 31, 1967 were due as follows: 1968, $11,744,000; 1969, $17,652,000; 
1970, $16,016,000; and 1971, $15,601,000. 


At May 31, 1967, Avco Delta had firm commitments from lenders for the placement of $12,300,000 of long term 
debt; $5,600,000 in 1967 and $6,700,000 in 1968. 


NOTE 4— Retained earnings 


Under the agreements relating to the notes payable approximately $4,000,000 of Avco Delta’s consolidated retained 
eamings at May 31, 1967 ($7,400,000 at November 30, 1966) was not restricted as to the payment of cash dividends 
on capital stock. 


NOTE 5 — Supplementary profit and loss information 
The following amounts have been charged to operating expense: 


Taxes, other 


than U. S. Rents 
federal and (principally 
Canadian real 
income taxes* property )** Depreciation 
(Stated in thousands of dollars ) 
LOGS IEE tent: cichic Aad Se $353 $1,402 $324 
LOGG ices: ards ads EE ee 594 1,971 553 
Six months ended May 31, 1967 ........ Ny) 929 248 


* Principally state income and municipal business taxes. 

** Reference is made to the heading “History and Business of Avco — Plants and Properties” 
above for information conceming a new major supervisory office of Avco Delta which is 
being leased in Shaker Heights, Ohio, for 20 years at an annual rental of approximately 
$385,000. 
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THE PAUL REVERE CORPORATION 


CONSOLIDATED BALANCE SHEETS 


ASSETS 
June 30, 
December 31, 1967 
1966 (unaudited ) 
(Stated in thousands of dollars ) 
‘Sel peees. pCa ee ie gree: > $ 11,801 $ 5,612 
Marketable securities, at cost (market value: 1966 — $79,269,000; 1967 — 
$14760.000) (Noteyg) ... AR IatTe..... Ale... c.....46 bon 2 we 59,348 14,341 
Receivables: 
Finance and savings and loan subsidiaries (including amounts due after 
one year): 
Retailginstallmenteaa \ rae we eee rane csc... MMe 60.6 ous ue G aecte 15,148 15,364 
Other ep eee reece ne Oy Fe joc: a0, ate e sac te s 647 314 
15,795 15,678 
Unearned discount and service charges and allowance for losses ... (2,304) (2,561) 
13,491 HS ell 7, 
Mort gagesloans eanciir eee eeee nae Stine te errs ss SEPENOS aie ©. «le aracahnaidee 117,963 119,476 
131,454 132,593 
COTS see Se ee eC) nee a 3,166 3,038 
shotalereceivablesiewereir... . o. asewticttarn » SNES oc. sw even we 134,620 135,631 
Manufacturing inventories, at lower of cost (first-in, first-out) or market ........ 6,948 6,628 
IETODELEYA plant anguequipm entsati Costa nnn ancy aos) «7 eee eile ie cies: 22,600 23,705 
Accumulated depreciation epee ree ooo. < ceaeeteieci rin soe (6,904) (7,431) 
Net property, plant and equipment .....................5. 15,696 16,274 
Investment in The Paul Revere Life Insurance Company (Notes 1, 2 and 3) .... 99,677 109,966 
Investment in other non-consolidated affiliates, at cost: 
Avco Corporation (market value: $214,669,000) (Notes 8 and 9) ........ — Isola 
Other meen ne eee eee ne ere Cee EN Ree. |, |. ERE Cn vba s wae aes 2,898 2,468 
2,898 137,783 
Excess of cost of investments in consolidated subsidiaries over net assets at dates 
Olfacqusitions@NOtess] sandy!) Eapeaneir my tei: 5/5. eae anoles noisier: 6,659 9,583 
Othervassets eee ener ar Cae Re Ee cogs 6 chet ceo y,.0: «QAM Mone opts @ lérrecsy-» ventcey s 3,608 5,479 
$341,255 "$441,297 
LIABILITIES, CAPITAL STOCK AND SURPLUS 
Finance and savings and loan subsidiaries: 
Notes payable: 
B21 kc emer i eR Re, PA EI SN ce ak oe cs $ 4,745 $ 5,495 
Oey NGM OT, OO ee oe 2 ee 2: eR 12,359 9,980 
SAVIN SStONGIOLOCTECE DOSES Bi eo Pc tac, cua: Siege! SES ops», 90: ga MNOS os we PR 101,021 105,161 
118,125 120,636 
Accounts, payable alnsaccried MADUILES . cum cic ace & <ueareys ERMOOMIN so nyers 5 one 3,599 6,558 
Othernotes payables (Notessorand9)) eae Main. mele « cop< s ceE Micie oe cuys oie 22,641 87,455 
WasatederalmandsCanagianeincomertaxesa (INOtCLG) rican cae eens stone 4,530 5,821 
Minority interest in consolidated subsidiaries: 
PLCLE LTCC Ue reer wer MRnE eet chars cites crete ARTERY ahr “MMLC Idee. cutis hs 650 650 
Common (Note 4) ......... Soo MAREE | EEE. o oin0 0 ACen tad o's 1,928 inte 
Contingencies (Note 8) 
Capital stock and surplus (Notes 1, 2 and 3): 
Capital stock, $5 par value; 2,655,543 shares authorized, issued and outstanding 13,278 13,278 
Hamed, surplus fi. nineties ahi: dare Ao.cmearat San cael Betiede: 176,504 206,788 
Total capital stock and surplus ....;:.....<-.4sn» + «Sane ene 189,782 __ 220,066 
$341,255 $441,297 


See accompanying notes. 
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THE PAUL REVERE CORPORATION 


CONSOLIDATED STATEMENT OF EARNED SURPLUS 


Six 
months 
Year ended December 31, Toe. 
1964 1967 
(unaudited ) 1965 1966 (unaudited ) 
(Stated in thousands of dollars ) 
Balance at beginning of period (Notes 2 and 3) ........ $128,494 $143,580 $160,291 $176,504 
Nethincomentorsper Od man ener ein ioriaeieiine see 18,886 20,781 20,628 32,528 
147,380 164,361 180,919 209,032 
Cash dividends paid by the Company (per share: 1964 — 
$1.52; 1965 — $1.60; 1966 — $1.72; 1967 —$.86) ... 3,648 3,840 4,128 2,173 
Cash dividends paid to minority shareholders of Paul , 
Revere Life prior to pooling of interests ............. 152 230 287 wl 
3,800 4,070 4,415 2,244 
Balancesatvendvotsperiodmmmenis cia dei ines ene $143,580 $160,291 $176,504 $206,788 
ee eennneeeeeesr ——<—- ed = 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


NOTE 1 — Principles of consolidation 


The consolidated financial statements include the accounts of the Company and all of its majority-owned sub- 
sidiaries except for Vernors, Inc., which is not significant, and The Paul Revere Life Insurance Company. The 
Company carries its investment in Paul Revere Life (see Note 2) at cost plus the Company’s share of undistributed 
earnings since the dates of acquisition ($99,554,000 at December 31, 1966 and $107,747,000 at June 30, 1967), 
reduced by $5,585,000 and $3,810,000 at December 31, 1966 and June 30, 1967, respectively, of debt and preferred 
stock of consolidated subsidiaries of the Company held by Paul Revere Life. The investment includes cost in excess 
of equity in net assets at the dates of acquisition of $1,115,000 at December 31, 1966 and $1,439,000 at June 30, 
1967 which amounts are not being amortized. The financial statements of the Company’s Canadian subsidiary have 
been translated at an exchange rate of $1 Canadian = $.925 U.S. 


At December 31, 1966, the Company’s investment in its consolidated subsidiaries exceeded its equity in the net 
assets of such subsidiaries by $3,071,000 (June 30, 1967 — $5,539,000). Of this net amount, $6,659,000 (June 
30, 1967 — $9,583,000) has been recorded as excess of cost of investments over net assets acquired and $3,588,000 
(June 30, 1967 — $4,044,000), representing undistributed net income of such subsidiaries since the dates of acquisition, 
has been credited to consolidated eared surplus. 
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THE PAUL REVERE CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued ) 


The financial statements of The Paul Revere Corporation (parent company) at December 31, 1966 and June 30, 


1967, and for the three years and six months then ended, are summarized as follows: 


THE PAUL REVERE CORPORATION 
BALANCE SHEET 


ASSETS 


Investments in stock of subsidiaries, at cost plus equity in undistributed earnings 

sinces,acquisition (Note. 2) sabi, ks onsets Sex oO «PRPS: ays ENG aS 
Investments in other affiliates, at cost: 

Avco Corporation (market value: $214,000,000) (Notes 8 and 9) ........ 

(0 SYS gemewestss enairn tos Bree gereoeen ervolo tee. o. pesca cnet essrerel eral ar ..,-ubeietetlint beled atin 


(Note, (9) 505 ae eee ng rm eae SS ELS SET. 
Cash¥atiend Wei ar eer eR OaEy. © AD RRR es oy Rs eee 30, 


os. te) 1h Wa MMSIwMTe) aol eure “elie ate ile) eisl a. bust ipileliclielie: ous ie! i@) ca, 0) (5 ‘e.\(e"-s) 8. 'e) 0: isi fe! (oltalnal se) ese! (6) 10) @) fe: 0: 0: fe 0 Bare 


Notes"*payableté banks@eos. mere Coes Oe. SE, Pe ees hee 
Other liabilities & AIA¥. PAsGSetS) AGU OE Se, SObGSN, HONE Ae Ply: OO 


Capital stock and surplus, as shown by accompanying consolidated balance sheet: 


Gapital: stocked 36. pinoneeiete. cciserel. cet o2 Shela Sok dence... aot tc 
Earned dsurplusieverias- Gee ctoie fame aati Wench aan. © tele, sere. 8 


STATEMENT OF INCOME 


December 31, 


1966 


$144,893° 


2,898 
2,898 


47,518 
5,621 
508 
$201,488 


$ 8,015 
3,691 
11,706 


13,278 
176,504°° 
189,782 

$201,488 


Year ended December 31, 


1964 
(unaudited ) 1965 1966 
(Stated in thousands of dollars) 
Dividend and interest income (including $1,200,000 
received from Avco Corporation in 1967) (Note 9) $ 2,257 $ 2,266 $ 2,612 
Equity in earnings of subsidiaries ................ 9,360 12,961° besser As 
Net income of health insurance business (Notes 3 
ANG ()) ae Ae ee Aes lca eee forenoon  * 1,974 1,842 1,742 
Net realized capital gains less applicable income taxes 5,779 4,159 3,164 
19,370 21,228 21,292 
EURPCUSCS tet a ore a ei ate Me mee ce et aye es 484 447 664 
Income before extraordinary capital gain .......... 18,886 20,781 20,628 
Extraordinary capital gain, less income taxes of 
$7,863: 000mNOte,9)). Became tances dence ferersast.° — — — 
Netincomeme een eter es oie, nitric tia woes 6 $18,886 $20,781 $20,628 


® Includes manufacturing subsidiary merged into the Company in May 1967 (Note 4). 
°° Includes equity in undistributed earnings of subsidiaries: 1966 — $103,142,000; 1967 — $111,791,000. 
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June 30, 
1967 


(unaudited ) 
(Stated in thousands of dollars) 


$159,383° 


135,084 
2,468 
137,552 


1,406 
1,666 
473 
$300,480 


$ 73,000 
7,414 
80,414 


13,278 
206,788°° 
220,066 

$300,480 


Six 
months 
ended 
June 30, 
1967 
(unaudited ) 


$ 1,663 
12,107° 


13,770 
1,681 


12,089 
20,439 
$32,528 


THE PAUL REVERE CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued ) 


NOTE 2 — Investment in The Paul Revere Life Insurance Company 


The accompanying financial statements of Paul Revere Life are stated in accordance with accounting practices 
authorized by the Division of Insurance of the Commonwealth of Massachusetts. In determining the Company’s 
equity in earnings and net assets of Paul Revere Life for inclusion in these financial statements: (a) security invest- 
ments are valued at cost instead of market, (b) certain assets classified as non-admitted by regulatory authorities 
are included, (c) the securities valuation reserve is classified as earned surplus rather than as a liability and (d) 
discounts on mortgage loans are taken into income over the life of the loans rather than upon retirement of the loans. 
As a result of these differences in accounting practice, equity in earnings and net assets of Paul Revere Life included 
in the financial statements of The Paul Revere Corporation differs in the aggregate from equity in amounts reflected 
in the financial statements of Paul Revere Life as follows: net income has been increased in 1964 by $160,000, and 
decreased by $99,000, $608,000 and $437,000 in 1965, 1966, and the six months ended June 30, 1967, respectively, 
and earned surplus at December 31, 1963 has been increased by $8,084,000. 


Neither the separate accounts of Paul Revere Life nor the Company’s equity in earnings and net assets of Paul 
Revere Life make any allowance for the fact that, under present accounting requirements prescribed by regulatory 
authorities for life insurance companies, costs incurred by Paul Revere Life upon issuance of new policies are charged 
against income in the period incurred rather than deferred and amortized over periods benefited, the result of which 
is to reduce net earnings in a period of growth and increase net earnings in a period of decline in new business. 


NOTE 3 — Transfer of health insurance business to subsidiary and acquisition of minority interest 


At the beginning of January 1, 1967, The Paul Revere Corporation changed its business purpose from that of an 
insurance company to that of a general business corporation. In connection with this change, the Company transferred 
its insurance business, valued at approximately $10,354,000 by an independent consulting actuary, to Paul Revere Life 
in exchange for 120,000 shares of newly issued stock of such company. In addition, investments with a market value of 
approximately $17,000,000 were transferred to Paul Revere Life to cover certain policy reserves and other insurance 
liabilities assumed by the subsidiary. Such investments, related reserves and other liabilities have been excluded from 
the consolidated financial statements of the Company and included in the financial statements of Paul Revere Life on a 
retroactive basis at December 31, 1966. See Note 7 for a summary of the health insurance operations for the three years 
ended December 31, 1966. 


Subsequent to December 31, 1966, the Company received 255,543 additional shares of Paul Revere Life stock from 
such company’s stockholders in exchange for an equivalent number of shares of the Company’s common stock. The 
acquisition of these shares has been treated as a pooling of interests for accounting purposes. Accordingly, the accom- 
panying consolidated financial statements at December 31, 1966 and for the three years then ended have been retro- 
actively restated to reflect that transaction and the acquisition of the 120,000 shares of Paul Revere Life mentioned 
above, and earned surplus at December 31, 1963 has been increased by $9,197,000. 


The transfer of the insurance business, as described above, constituted a tax-free exchange for federal income tax 
purposes. However, the release of the policyholders’ surplus account substantially accumulated prior to 1964, which 
occurred at the time of the transfer, may result in federal income taxes of $2,798,000 and provision for such amount has 
been retroactively made by a charge to surplus as at January 1, 1964. The exchange of the Company’s common stock 
for shares of Paul Revere Life stock constituted a reorganization for tax purposes under which no gain or loss will be 
recognized to the Company, Paul Revere Life or their respective stockholders. 


NOTE 4 — Acquisitions 


During 1965 and 1966, the Company acquired 68.67% of the outstanding common stock of FAR, Inc. (parent of 
Thompson Wire Company, the Company’s manufacturing subsidiary) for cash. The accompanying consolidated 
income statement includes the results of operations of FAR, Inc. since July 1, 1965. In January 1967, the Company 
acquired the remaining outstanding stock of such company. In connection with the most recent acquisition, the 
Company agreed to pay an additional contingent price per share based upon net earnings of FAR, Inc. for 1967 and 
1968, such contingent price not to exceed $1,320,000. 


Subsequent to June 30, 1967, the Company acquired the remaining common and preferred stock (cost of 
$3,870,000) of Peoples National Fund, Inc. of which the Company previously owned 38% of the outstanding common 
stock. In connection therewith the Company issued $3,870,000 of its 5% subordinated promissory notes due as 
follows: 1968 — $720,000, 1969 — $350,000, 1970 —$700,000, 1971—$1,050,000, and 1972—$1,050,000. 
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THE PAUL REVERE CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 


NOTE 5 — Excess of cost of investments in subsidiaries over net assets at dates of acquisition 


The Company presently does not intend to amortize such excess cost since, in its opinion, the investment value 
has not diminished. 


NOTE 6— Notes payable 


Notes payable comprise the following: 


December 31, June 30, 
1966 1967 


(Stated in thousands of dollars ) 
Finance and savings and loan subsidiaries (including 
long term debt due after one year: 1966 — $5,380,- 
000; 1967 — $4,910,000): 


Long-term debt under loan agreements ........ $ 5,910 $ 5,480 

Advances from Federal Home Loan Bank ...... 5,911 4,500 

Miscellaneouss loans meen Ener tan eee 538 — 
$12,359 $ 9,980 


Other notes payable (including long term debt due 
after one year: 1966 — $14,000,000; 1967 — 


$70,710,000): 
6% demand notes payable to banks ........... $ 8,016 $ 8,000 
534%-6% promissory notes ................. 14,000 14,000 
BA snes (SEO INOS ©). c1ssueespeenanacow — 65,000 
Other? Aare STIRS, O85 0). Dole 625 455 


$22,641 $87,455 


Aggregate annual maturities of long term debt (including amounts applicable to the $65,000,000 of 534% notes 
presently being refinanced) for the five years subsequent to June 30, 1967 are as follows: 1968 — $9,315,000; 
1969 — $12,295,000; 1970 — $14,555,000; 1971 — $16,765,000; and 1972 — $18,865,000. 


NOTE 7 — Net income of health insurance business 
A condensed summary of the results of operations of the health insurance business, including investment income on 
a pro forma basis attributable to investments transferred to Paul Revere Life (see Note 3), for the three years ended 


December 31, 1966 is as follows: 
Year ended December 31, 


1964 
(unaudited ) 1965 1966 
(Stated in thousands of dollars ) 
JTS oauiinowy parry § os daw ee foun aol en eee eee ees $12,092 $11,908 $11,658 
Dividends and interest income .................- 905 904 904 
12,997 12,812 12,562 
Claims and other expenses: 
Benefits under health policies ............... 6,373 6,261 6,060 
@ommissionssonspremiums@e oes see 1,636 1,590 1,401 
Increase (decrease) in health reserves ........ (110) (62) 87 
Saleises arnl WEES . oo oudllbs Aokes coes eeuwe 781 787 768 
Taxes, other than federal income tax ......... 360 CRN Hal 
Other eee eh a ais macys 683 827 792, 
Total Me. pee Ee: KDR R EAH e RN eRe Sie bas be 9,723 9,740 9,319 
Income before federal income tax ............... Ce. 3,072 3,243 
Provision for federal income tax ................. 1,300 1,230 1,500 
INetgincGinie werent. cia citoaa. olan tots tak einer $ 1,974 $ 1,842 $ 1,743 


The results of operations of the health insurance business for the six months ended June 30, 1967 have been 
included with those of Paul Revere Life. 
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THE PAUL REVERE CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) 


NOTE 8 — Contingencies 


The Company ceased to be an insurance corporation at the beginning of January 1, 1967. Section 44, Chapter 
175 of the Massachusetts General Law provides that such a corporation continues liable under its original insurance 
contracts and accordingly can be called upon to establish a contingency fund to assure its ability to meet this 
obligation. However, in the re-insurance and assumption agreement between the Company and Paul Revere Life 
effective at the beginning of January 1, 1967, the latter company agreed to establish any contingency fund that 
might be required to assure a full discharge of all the insurance contract liabilities. 


See the caption “Background Information” included elsewhere herein for information regarding an action insti- 
tuted against the Company in April 1967. 


NOTE 9— Subsequent events 


In February 1967 the Company purchased 4,000,000 shares (approximately 28%) of the common stock of Aveo 
Corporation. In this connection the Company sold, at a gain, substantially all of its marketable securities, other 
than investments in stocks of majority-owned subsidiaries, and borrowed $65,000,000 from a bank, payable June 30, 
1967 with interest at 534%. The due date has been extended to September 30, 1967 and management intends to 
refinance the loan with various banks on a five year basis. The agreement relating to the present loan provides that the 
Company will not incur further indebtedness except to commercial banks in amounts not exceeding $10,000,000, and it 
prohibits the parent company from selling or otherwise disposing, except for cash (which must then be used to prepay 
the loan), of any of its securities or other assets. It is expected that the agreement relating to the new term loan will 
also contain provisions restricting further indebtedness and the disposition of the parent company’s securities and other 
assets and will provide for a pledge (subject to certain rights of substitution and withdrawal) of the 4,000,000 shares 
of Avco referred to above. 
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THE PAUL REVERE LIFE INSURANCE COMPANY 


BALANCE SHEETS 


ADMITTED ASSETS (NOTE 3) 


Bondsandsnotes)(Notes 1s and? 2) pee meetin bo. oc... ee ee 
Investments in stocks (Notes 1 and 2): 
Other than affiliates: 
Preferred, :stocksene ewer oo tee oe. le a eee Pee 
Commone stocks pee (0) ee... one Re UR Ee 


Aiilintes gua .! net ee a an ie ee oe 


Mortgage loans on real estate — first liens, less discounts: 1966 — $9,888,000; 
1 OG ies i L05688:0008 (Notegily) nes weiner... LR... 


Real estate — at cost, less accumulated depreciation: 1966 — $1,846,000; 1967 
— $2,050,000: 
Home office DLOPCIUCS eee mee ee CoE: 2) suid) hh, A eee ee oem 3 


iivestmenteproperties= + me se eee ee cn ER Te ce 


POuCyp loans, Peete aD von: ie ee aut, Aa kus 6s A ns Re 
Gasheands banksde posits eee ee tre oe oA is) SEM Me pe 
Premiums and other considerations deferred and uncollected ................ 
Investnentsmcome duerand saccrucd sees nee ens se nee ae eee 
QOthergasse tswanGmin Vesti Clits manne weemnnn me Gn Gn oe ee 


LIABILITIES, CAPITAL STOCK AND SURPLUS 


Aggregate reserves for all policies (Notes 1 and 4): 
ESF IN SUTATI CE Mme eae oi PME oc) foc AG AR oy 5:0 screen as ce pneu Boeonen an cect hiskss seas 


Polbiony ping CoMAAGe GIANG .ce yoo 050 6 doe ROO aR oc ae nee B ee sodcbRbosSobade 
6% demand notes *payablesto banks — unsecured’ ...........92...-......9806 
Advance m Drei LUT Sante er es Sen een ce ae cris ft eet meen tree 
Funds on deposit and experience rating refund credits ..................... 

Taxes, including federal income tax: 1966 — $2,560,000; 1967 — $2, 389, 000 (Note 5) 
Other, Lia bili ticsmeewee cree cee ee ce cs Woke ian sis ceeatecheun eam fo map eu 


Contingencies (Notes 1 and 6) 
Securities valuatiomereserve GNotes) 2... Blais. sos as mrad ere eh nbn 
Capital stock and surplus (Notes 1, 5 and 7): 


Capital stock, $5 par value; 1,960,000 shares authorized, issued and out- 
StANCIn Saat eee ne Re Te ire wits ssi oc meme camer 


Surplus: 
Appropriated reserves: 
Group insuranCeme’ © 250.4. Mesos 6b ke oye ata ep Re ee 
Mortgavesmand mcecurities: meni © econ ase acy renn tierce 


Ua sstwive GasSuT DTS aerate. fh: cementite is 0's: +. oan Ratan reas 


sOtale stir lise meee a ae ake eee eevee ee: 
Motalucapitalgstocks andysurp lus) maaeseniicee tee een ene eae 


See accompanying notes. 
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December 31, 
1966 


(Stated in thousands 


$127,696 


22,907 
43,065 
65,972 

7,050 
73,022 
200,718 


123,999 


4,662 
4,975 
9,637 
9,951 
6,929 
7,406 
3,083 
1,822 
$363,545 


$175,797 
46,383 
2,903 
225,083 
4,521 
3,016 
1,264 
6,605 
4,109 
PROS 
246,871 


19,413 
9,800 


1,219 
26,065 
27,284 
60,177 
87,461 
97,261 

$363,545 


June 30, 
1967 
(unaudited) 


of dollars ) 
$119,813 


30,979 
52,137 
83,116 

4,766 
87,882 
207,695 


131,950 


4,874 
4,882 
9,756 
10,780 
Lois 
7Or 
3.112 
3,631 
$385,818 


$183,676 
47,121 
3,510 
234,307 
4,429 
2,000 
1,517 
6,277 
3,278 
2,269 
254,077 


21,577 


9,800 


1,265 
36,851 
38,116 
62,248 

100,364 
110,164 
$385,818 


THE PAUL REVERE LIFE INSURANCE COMPANY 


STATEMENT OF INCOME 


Premiums and other considerations: 
(ire msurancesand@annuitics mast an 0 eee 
Accident yandahealthsincsurance meee. eee 
Considerations for supplementary contracts ........... 
Others) asia Bah: See ee “habe: a 


Investment income: 
imtenests ony bond SeancisnOtes meni etait ae 
Dividends: 
Unathliatedicompaniess 0) eee eee nee 
Affiliated ¢companies iat eae aes. . ee 
Interest on) mortgagen loans (yee eee oe ie ee 
Interest ony policyg loans ie eee ee 
Realestate, InCOMema ea ie Ase eds cusecas eee 


Investment expenses: 
Salaries and. wa Pes rescence Sear ee 5 
Real vestate .taxeSicana) 5 ty eee ares ien ek ese Eka as ls, a 
Reallfestate .depreciatton a yeas eeeeetn a. 0 eee 
Interestson’ banksnoteswnen sna eter eee as. 5 eee 


Total ROR. os, 5. Sno. ee Me aet ks 2 a 


Commissions and agency expenses ..................+.- 
General insurance expenses: 
Salaries “andi wagesmrscher ncn. irate os eee 
Other gre 304.4 ccs . deere pani 2a oe ear a ate: 40 


Insurance taxes, licenses and fees ...................+-- 
Increase in loading on deferred and uncollected premiums 
Total expenses 


Income before federal income tax and realized capital gains 
Provision for federal income tax (Note 5) 


Income before realized capital gains 


Realized capitale gains ne wari oat tees a eae cc 
Less federal income tax 


INGERIn COME tyre retin eae ha cal a 


* Includes health insurance business transferred from The Paul Revere Corporation (see Note 1). 


See accompanying notes. 
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Year ended December 31, ag 
1964 June 30, 1967* 
(unaudited ) 1965 1966 (unaudited ) 
(Stated in thousands of dollars ) 
$29,233 $31,073 $31,726 $17,958 
39,907 42,791 44.978 28,438 
929 1,030 676 917 
466 538 889 (5) 
70,535 75,432 ~ 78,269 ~ 47,308 
4,835 5,817 6,936 3,647 
1,581 1,762 1,786 1,120 
at 68 240 155 
5,390 By ea 6,018 3,123 
378 409 467 265 
75 239 259 167 
1 13 86 12 
12,260 14,030 15,792 8,549 
190 186 225 ieY/ 
153 154 154 82 
132 172 112 DS 
49 127 134 60 
178 223 233 158 
702 862 858 490 
11,558 13,168 14,934 8,059 
82,093 88,600 93,203 55,367 
35,446 41,009 41,682 26,149 
18,660, 16,866 17,075 9,054 
54,106 57,875 58,757 35,203 
10,038 10,444 11,528 6,837 
4,763 5,034 5,403 3,309 
SL 3,327 3,532 2.505 
iGo3o 8,361 8,935 5,864 
1,847 1,861 1,918 1,206 
112 51 178 96 
73,638 78,592 81,316 49,206 
8,455 10,008 11,887 6,161 
2,740 2,942 3,400 1,550 
5,715 7,066 8,487 4,611 
3,714 5,948 toy o15 6) 10,158 
882. 1,382 1,350 2,520 
2,832 4,566 4,203 7,638 
$ 8,547 $11,632 $12,690 $12,249 


THE PAUL REVERE LIFE INSURANCE COMPANY 


STATEMENT OF SURPLUS 


Six months 


Year ended December 31, 
ended 
1964 June 30, 1967 
(unaudited ) 1965 1966 (unaudited ) 


(Stated in thousands of dollars) 


Unassigned surplus: 


Balance at beginning of period ................ $44,896 $49,723 $55,325 $ 60,177 
INGfsincome! for the perlodes a ee on a a 8,547 Io? 12,690 12,249 
53,443 61,355 68,015 72,426 
Other changes — add (deduct): 
Cash dividends paid (per share 1964 — $.52; 

1965 — $.84; 1966 — $1.00; 1967 — $1.70) .. (956) (1,546) (1,840) (33332) 
Decrease (increase) in securities valuation reserve (5,032 ) (LORS 5 dy) 4,797 (2,164) 
Increase (decrease) in unrealized appreciation of 

investmentsm (NOtero)) meen ania te 1,119 12,050 (10,634 ) 6,111 
Net decrease (increase) in non-admitted assets 

(CING SC) eee Cera ee i eat ea 8} tl (93) 39 
Decrease (increase) in appropriated reserves ... 1,126 (6,186 ) Bee, (10,832) 
Amount capitalized relating to 120,000 shares 

issued in exchange for health insurance busi- 

MESSE NOL Cw) hear AN CAE hs oo og — — (600) = 

(3,720) (6,030) (7,838 ) (10,178) 
Balancesata enduofsperiod aamee See pete 49,723 Sors25) 60,177 62,248 
Appropriated reserves: 
Group insurance: 
Balance at beginning of period ............... 756 830 916 1,219 
Appropriated from unassigned surplus ......... 7A 86 303 46 
Balance atendigi period «2.62 smew ek vate ks iss 830 916 1,219 1,265 
Mortgages and securities: 
Balance at beginning of period ................ 22,000 20,800 26,900 26,065 
Appropriated (to) from unassigned surplus ..... (1,200) 6,100 (835) 10,786 
Balance at end ofeperiod ©.) ub OG.4s . asa. es: 20,800 26,900 26,065 36,851 
otalssurplusieg. (ert bees Seer Ore os ss $71,353 $83,141 $87,461 $100,364 


See accompanying notes. 


THE PAUL REVERE LIFE INSURANCE COMPANY 
NOTES TO FINANCIAL STATEMENTS 


NOTE 1— Basis of presentation 


The accompanying financial statements have been prepared, except as to form, on the basis of requirements pre- 
scribed for annual statements filed with the Division of Insurance of the Commonwealth of Massachusetts. The 
form of such statements is in accordance with the provisions of Regulation S-X under the Securities Act of 1933. 
The accounting authorized by the Division of Insurance differs in certain respects from accounting principles gen- 
erally accepted for use by other industries, as follows: (a) expenses incurred upon issuance of new policies are 
charged against income in the year incurred rather than amortized over the periods benefited, the result of which 
is to reduce net earnings in a period of growth and to increase net earnings in a period of decline in new business, 
(b) certain non-admitted assets are excluded from the balance sheet (see Note 3), (c) security investments are 
carried in accordance with the basis prescribed by the National Association of Insurance Commissioners (see Note 
2), (d) the securities valuation reserve is classified as a liability rather than as appropriated surplus and (e) discounts 
on mortgage loans are reported as income upon retirement of the loans rather than accruing such discounts over 
the life of the loans. A generally accepted basis for determining the aggregate effect of these differences on opera- 
tions and financial position has not been established. 


See Note 3 to the consolidated financial statements of The Paul Revere Corporation for a description of the 
transfer of the health insurance business to the Company at the beginning of January 1, 1967. Since this transaction was 
between related parties, no cost was assigned to the insurance business transferred from the parent company in exchange 
for 120,000 shares of capital stock, and unassigned surplus amounting to $600,000 was transferred to the Company’s 
capital stock account. The accompanying balance sheet at December 31, 1966 gives pro forma effect to the transfer 
of assets, liabilities and reserves from The Paul Revere Corporation in accordance with the provisions of the 
reinsurance and assumption agreement effective January 1, 1967. See Note 8 to the consolidated financial statements 
of The Paul Revere Corporation. 


NOTE 2 — Summary of investments 


The following is a summary of investments in securities other than stocks of affiliates at December 31, 1966: 


Admitted 
Book Market asset 
Cost value_ value(a)(b) value(c) 
(Stated in thousands of dollars) 
Bonds and notes(d): 
Coverminent see eee OR sees cso $ 1,808 $ 1,828 $ 1,671 $ 1,828 
States, territories and possessions ............. 8h BS) 3,165 3,165 3,165 
Political subdivisions of states, territories and 

DOSSESSION Sain co dy PW aes oe. .) 3,478 3,481 3,481 3,481 
Special revenue and special assessment obligations 

and all non-guaranteed obligations of agencies 

and authorities of governments and their politi- 

Gall GUIBGINISTOINS occ ccc now ea concswureone 23,707 23,766 23,639 23,766 
Railroads oxnsthc cee Bi cee oe ea igh uae 1,810 EGS 2,008 1,932 
Bublicg utilities: — See w eee I es, 1,926 1,974 1,981 1,974 
Industrial and miscellaneous: 

Majority-owned subsidiaries of The Paul 
ReveresCorporationtey eee ee aya 4,279 4279 4,279 4,279 

Other affiliates of The Paul Revere Cor- 
POravON ase eee eA Reet one 7,187 A LSY 7,187 7,187 
Other Reamer perc ot tnt neomrunee Yee eee’ (67) 80,791 80,465 79,643 80,084 
$128,145 $128,077 $127,054 $127,696 

Stocks — other than affiliates: oy 3 
Preferred stocks: 

WAWISVN) ANGUS go oo ee bobo ovendenuone $ 4,240 $ 4,240 $ 4,240 $ 4,240 
Banks, trust and insurance companies ..... 600 600 600 600 
Industrial and miscellaneous ............ 18,309 18,077 18,067 18,067 
23,149 22,917 22,907 22,907 
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Admitted 
Book Market asset 
Cost value walue(a)(b) value(c) 
(Stated in thousands of dollars) 
Common stocks: 
Railroads ee eee | a en ee ae $ 685 $ 685 See 220 A TL DSXG) 
Publigmutiliticsae eee pee ay ee 1,793 1,793 3,644 3,644 
Banks, trust and insurance companies ..... 379 379 Talal 711 
Industrial and miscellaneous ............ 23,931 93,931 37,490 37,490 
26,788 26,788 43,065 43,065 
$ 49,937 $ 49,705 $ 65,972 $ 65,972 
(a) On the basis of valuation rates prescribed by the National Association of Insurance Commissioners. 
(b) Admitted asset value in the case of preferred and common stocks. 
(c) Amortized or investment value in the case of bonds. 
(d) Bonds with an amortized or investment value of $7,373,000 were on deposit with state and provincial regula- 


tory authorities. 


The following is an unaudited summary of investments in securities other than stocks of affiliates at June 30, 


Admitted 
Book Market asset 
Cost_ value value(a)(b) value(c) 
(Stated in thousands of dollars) 
Bonds and notes (d): 
Governments sijojus: parceoreyoieal bis Iba erensraoncss cls $ 1,841 $ 1,862 $ 1,675 $ 1,861 
States, territories and possessions ............. 3,634 3,640 3,410 3,640 
Political subdivisions of states, territories and 
POSSESSIONS Sei aetna cas ate ean ane aye 3,491 3,495 3,336 3,495 
Special revenue and special assessment obliga- 
tions and all non-guaranteed obligations of 
agencies and authorities of governments and 
theim politicalssubdivisions sp ae) eas aie 15,782 15,854 15,610 15,838 
RailroadsSeee per ern See hee aoa tessa ccee ss 1,810 1,953 1,985 1,932 
Rublichutilitics ae ree See 1,910 1,961 1,926 1,957 
Industrial and miscellaneous: 
Majority-owned subsidiaries of The Paul Re- 

Verne. (CPE ono voeccveseoconenens t6),0) 656) 3,363 3,363 3,363 
Other affiliates of The Paul Revere Corporation 5,188 5,190 5,189 5,189 
Othergeer oo ee er eae nie tata 83,985 84,245 82,441 82,538 

$121,004 $121,563 $118,935 $119,813 
Stocks — other than affiliates: 

Preferred stocks: 
Publick tiltticsaea eee ne ie $ 4,240 $ 4240 $ 4,240 $ 4,240 
Banks, trust and insurance companies ........ 600 600 600 600 
Industrial and miscellaneous ............... 26,991 26,991 26,139 26,139 
31,831 31,831 30,979 30,979 

Common stocks: 
Rai nO25) Sip Heel vies erthrlaer .auaritibins alae 2,052 2,052 2,945 2,945 
PUMNOMUCIILIES a waseins otilers ci cers a Se 6 es 2,602 2,602 6,520 6,520 
Banks, trust and insurance companies ....... 1,097 1,097 1,361 1,361 
Industrial and miscellaneous .............. 22,467 22,467 41,311 41,311 
28,218 28,218 ap Iles ape yy 
$ 60,049 $ 60,049 $ 83,116 $ 83,116 


(a) On the basis of valuation methods prescribed by the National Association of Insurance Commissioners. 
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(b) Admitted asset value in the case of preferred and common stocks. 

(c) Amortized or investment value in the case of bonds. 

(d) Bonds with an amortized or investment value of $7,403,000 were on deposit with state and provincial 
regulatory authorities. 


NOTE 3 — Admitted assets 


The assets in the accompanying balance sheet are stated at admitted asset value. The term “admitted asset 
value” means the assets stated at values at which they are permitted to be reported to the Division of Insurance of 
the Commonwealth of Massachusetts for balance sheet purposes in the annual report in accordance with the rules 
and regulations of this regulatory authority. The term “non-admitted assets” means assets other than assets which 
are so permitted to be reported. 


Non-admitted assets, deducted in arriving at admitted asset values shown in the accompanying balance sheets, 
amounted to $1,119,000 at December 31, 1966 and $1,058,000 at June 30, 1967. 


NOTE 4 — Policy reserves 


The principal mortality tables, the rates of interest most generally used in calculating reserves, and the approxi- 
mate percentage of life reserves based upon each of such tables were as follows: 


Percentage of life reserves 
December 31, 1966 June 30, 1967 


Policies issued prior to 1948: 


American Experience, 342% net level premium ................ 31% 30% 
Policies issued 1948 to 1957: 

1941 Commissioners Standard Ordinary, 242% net level premium. . 36 35 
Policies issued 1948 to June 1963: 

1941 Commissioners Standard Ordinary, 3% net level premium... . 24 24 
Policies issued July 1963 to date: 

1958 Commissioners Standard Ordinary, 3% net level premium ... 8 10 


The principal portion of the accident and health reserves was determined using the Conference Modification of 
the Class (3) Disability Table combined with the 1941 Commissioners Standard Ordinary Table of Mortality, 3% net 


level premium. 


NOTE 5 — Federal income taxes 


The Life Insurance Company Income Tax Act of 1959 imposes tax at the regular corporate rates on life insurance 
companies. In general the tax is applied against the lesser of investment income, including capital gains, or gain from 
operations (net taxable income from all sources), each reduced by a portion of investment income considered applicable 
to policy reserves, plus one-half of the excess of the gain from operations over taxable investment income. Further, the 
25% alternative tax is applicable to net realized long-term capital gains. 


The Act also provides for additional taxes under certain conditions. In determining gain from operations, annual 
deductions are permitted applicable to certain nonparticipating contracts, accident and health and group life insurance. 
The amount of these annual deductions, together with the one-half of the excess of the gain from operations over taxable 
investment income which is not currently taxed, must be accumulated in a memorandum account designated “policy- 
holders’ surplus account”. This account becomes taxable under certain conditions including distribution to shareholders 
as cash dividends. 


At December 31, 1966, the Company had accumulated in unassigned surplus an aggregate policyholders’ surplus 
account in the amount of $21,547,000 ($23,317,000 at June 30, 1967). If the amounts accumulated as policyholders’ 
surplus became taxable to the Company, the resulting maximum tax liability would approximate $10,343,000 ($11,192,000 
at June 30, 1967). Under present circumstances, the Company does not intend to effect any transactions or occurrences 
to cause the policyholders’ surplus account to become taxable. 
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The increase in the policyholders’ surplus account was $2,168,000, $2,775,000, $3,580,000 and $1,770,000, with 
an income tax effect of $1,084,000, $1,332,000, $1,718,000 and $850,000, for each of the years ended December 
31, 1964, 1965 and 1966, and for the six months ended June 30, 1967, respectively. 


No recognition is given in the accompanying financial statements to the federal income taxes which would be 
payable ($3,972,000 at December 31, 1966 and $5,330,000 at June 30, 1967) upon the realization of the unrealized 
gains on investments ($15,886,000 at December 31, 1966 and $21,317,000 at June 30, 1967) which are included in 
unassigned surplus. 


NOTE 6 — Reinsurance 


The Company presently follows the practice of reinsuring that portion of the risk in excess of $200,000 on the life 
of any one individual. The amount reinsured is greater for substandard risks and insureds under 10 or over 60 years of 
age. In this connection the Company is contingently liable for the portion of the policies reinsured in the event the 
reinsuring companies are unable to pay their portion of any resulting claim. Management is of the opinion that any 
liability in this connection is extremely unlikely. 


The aggregate face amount of reinsurance ceded to other companies approximated $27,625,000 at December 31, 
1966 and $26,772,000 at June 30, 1967. 


NOTE 7 — Stockholders’ equity 


The holders of the capital stock are entitled to receive dividends when and as declared by the Board of Directors 
of the Company out of funds legally available therefor. Section 72 of Chapter 175 of the General Laws of Massachusetts 
restricts stock insurance companies to the payment of cash dividends in any year to an amount not exceeding 10% of 
the capital stock (or if dividends in any year are less than 10% the difference may be paid in subsequent years from 
surplus accumulations) out of their actual net surplus computed as required by law. However, larger dividends are 
permitted, as the directors consider prudent, out of the excess remaining after deducting from the assets certain 
securities and accounts in default, and all due and unpaid interest on any property of the Company. 
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APPENDIX A 


THE FIRST BOSTON CORPORATION 


CABLE ADDRESS 20 EXCHANGE PLACE 
Firsrcorp, NEw YorK New York, N. Y. 10005 


April 19, 1967 


Mr. Kendrick R. Wilson, Jr. 
Chairman of the Board 
Avco Corporation 

750 Third Avenue 

New York, New York 


Dear Mr. Wilson: 


In connection with the contemplated combination of The Paul Revere Corporation and 
Avco Corporation, you have asked our opinion concerning the proposed basis for exchang- 
ing shares. We understand that the proposal contemplates an offer by Avco to the share- 
holders of Paul Revere of 1.8 shares of Avco Common Stock and 1 share of a proposed new 
Avco $3.20 Cumulative Convertible Preferred Stock for each share of Paul Revere held. 
The proposed new Convertible Preferred would have the following principal terms: dividend 
rate — $3.20; conversion feature — convertible at any time into 2 shares of Avco Common 
Stock; call feature — noncallable for five years, callable in the sixth year at $100, with such 
price declining in equal amounts annually to $80 in the 15th and subsequent years; and 
involuntary liquidating value — $40. 


We believe that a combination providing for an exchange of shares on this proposed 


basis would be fair to and in the best interests of the stockholders of Avco Corporation, and 
we would recommend that stockholders of Avco vote in favor of such a proposal. 


Very truly yours, 
THE First BostOoN CORPORATION 


By Tuomas L. Cassipy 
Vice President 
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Notice of 
SPECIAL MEETING 
and 


PROXY STATEMENT 


Special Meeting of Stockholders 
OCTOBER 24, 1967 


